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THE CORPORATE EARNINGS MIRAGE 


EPORTS of 1943 earnings for lead- 

ing corporations reflect the substan- 
tial increase in industrial costs—due 
largely to higher wage rates—during the 
past year. Despite larger gross sales, 
profits before taxes have declined in a 
number of instances. Thus, although 
Jones and Laughlin Steel Corp. increased 
its sales by $46 million in 1943, profits 


before taxes were down by $2.6 million 


from the 1942 total. Many other steel 
companies have reported similar devel- 
opments. It seems highly probable that 
an increasing number, possibly a major- 
ity of the larger corporations, will show 
a similar pattern of earnings for 1944. 

There are two factors—higher wage 
rates and Jower volume—which may con- 
tribute to the future decline in earnings 
portended in these reports. The first, 
higher wage rates, is avoidable if the 
Administration stands firm in its hold- 
the-line policy. Here the greatest prob- 
lem appears to be the fact that this is an 
election year. Because of its inflationary 
effect and its impact on costs, it would 
be highly unfortunate if a general wage 
increase were permitted at this time. 
Such an increase would mean sharply 
higher costs, would result in a decline in 
corporate taxes paid to the government, 
and would have serious post-war reper- 
cussions by weakening the competitive 
position of many companies. 

The second factor, lower volume, will 
‘inevitably assume major importance with 


each passing month. The reason for 
larger corporate profits has been the tre- 
mendously expanded volume. Now, how- 
ever, the peak of war production has been 
reached in many industries—passed in 
others. With cutbacks of war orders as- 
suming increasing importance and the 
authorities reluctant to permit an ex- 
pansion of civilian production, volume is 
certain to decline. Under these condi- 
tions, the lower unit costs resulting from 
large scale production, capacity opera- 
tions, and the distribution of overhead 
costs among a larger number of units 
will be reversed. To a large extent, the 
lower costs due to this factor have offset 
the higher costs due to higher wage rates. 
As volume declines, therefore, unit costs 
will increase sharply, profit margins will 
be reduced, and total profits will be ser- 
iously impaired. 


The Tax Cushion 


Temporarily, these developments may 
be obscured because there is a large cush- 
ion of excess profits tax payments which 
will reduce the impact of higher costs 
upon net earnings after taxes. An inter- 
esting illustration is found in the 1943 
report for the American Smelting and 
Refining Co. Although profits before 
taxes declined about $7 million, profits 
after taxes were down only about $500,- 
000. The reason for this relatively small 
impact upon net earnings was found in 
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the lower tax payments made by the com- 
pany. Similarly, in the case of Jones 
and Laughlin Steel Corp., and others, 
only a small part of the decline in profits 
before taxes was reflected in lower net 
earnings after taxes. 

So long as such excess profits remain, 
therefore, it seems certain that earnings 
after taxes will continue to be sustained. 
If attention is fixed only on this figure, 
however, it seems certain that many in- 
vestors will be misled as to the earning 
power of many companies. In effect, the 
excess profits taxes will be creating a 
mirage as to the stability of earning 
power. Once such excess profits disap- 
pear—and with lower volume they will 
disappear quickly—increasing costs and 
declining volume of sales will be fully 
reflected in lower net earnings. Not un- 
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til then will it be generally realized that 
as a result of our policies during the past 
few years, industry has been saddled 
with a heavy burden of costs which has 
raised the break-even point considerably 
for many companies. Many industries 
will find it impossible to operate profit- 
ably and to compete in domestic or in- 
ternational markets because of their un- 
duly high costs. Investors will have to 
examine the cost structure of each com- 
pany separately in order to avoid the 
losses that may develop from these sit- 
uations. Labor costs will probably prove 
to be least flexible in the post-war period. 
This would suggest that those industries 
with relatively small labor costs would 
be able to make adjustments most readily 
during the coming months and in the 
post-war years. 


WAR PROFITS AND INFLATION 


URING World War I, the charge of 

profiteering was widespread. A 
major objective in this war has been to 
prevent a recurrence of such profits. Ex- 
cess profits taxes of 95 per cent and high- 
er normal taxes have been imposed, to 
hold down corporation profits. The suc- 
cess of this policy is indicated by two 
figures: estimated corporate profits be- 
fore taxes in 1943 will be about $23.8 bil- 
lions; tax collections are estimated at $15 
billions. 

Despite this large taxation, the C.I.O. 
Steelworkers now charge that corporate 
profiteering rather than wage increases 
have caused the advance in the cost of 
living. The enormity of this delusion is 
such that many people will probably 
believe it, if left unchallenged, or sub- 
jected to prejudiced interpretation. 

There are only two ways in which 
profits can influence living costs: (1) by 
increasing profit margins, thus raising 
the price; (2) by increasing purchasing 
power in the hands of corporations and 
stockholders, and thus expanding the de- 
mands for goods and services. To sup- 
port its contention, the union has cited 
O.P.A. studies of profits of wholesale 
food grocers, fruit and vegetable can- 
ners, and meat packers. Wholesale food 


grocers’ margins increased from 1.5 
cents per dollar of sales in 1939 to 3.1 
cents in 1942, or 1.6% in terms of the 
price; fruit and vegetable canners’ mar- 
gins increased from 3.4% to 9.5% or 
6.1% in terms of the price; meat packers’ 
margins increased from 1 to 2.4% or 
1.4% in terms of price. These amounts 
may be compared with the 46% in- 
crease in the food cost of living index re- 
ported by the Bureau of Labor Statistics 
in the last four years. In light of this 
evidence, it is clear that wider profit mar- 
gins are not the major cause of higher 
prices. 


In terms of expanding the available 
purchasing power, the picture is even 
clearer. Of the $23.8 billions in profits, 
since $15 billions go to the Government, 
some $8.8 billions are left to cause the in- 
flation which the C.I.0. charges to corpo- 
rations. Were these funds all available 
for spending? The answer is NO. Divi- 
dends which were $3.8 billions in 1939 
are estimated at only $4.1 billions in 
1943. Certainly the dividend record 
shows no evidence of profiteering. And 
these dividend payments are now subject 
to much higher taxes than in 1939. Much 
of the retained earnings were invested 
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in Government bonds, to be used as re- 
serves for post-war as a cushion against 
deflation. In any event, this relatively 
small balance could not have caused the 
large rise in food and other prices. 


A better picture as to the cause of the 
inflation is found in the wage data. 
Civilian salaries and wages of $47.6 bil- 
lions in 1939 increased to $99.6 billions 
in 1943, or $52 billions. This increase 


has meant higher unit costs, and a great- 
er amount of purchasing power to bid for 
consumers goods. Here is the real source 
of our inflation. And now the very group 
which has benefitted most from these in- 





UNDREDS of millions of man-hours 
were spent in March making out tax 
returns; many more will be spent in 
checking them. A good part of this time 
could have been saved if Congress had 
instituted a few simple reforms. Two 
major aspects of tax simplification must 
be distinguished: (a) simplifying the 
form on which returns are made; and 
(b) reducing the number of returns 
which must be made. The basic respon- 


_ Sibility for complicated tax forms has 


been charged to Congress, because these 
forms in effect reflect the underlying 
hodge-podge of tax laws which have been 
enacted over the last twenty years. How- 
ever, the Bureau of Internal Revenue 
must share in this responsibility to the 
extent that it has failed to present in- 
structions in simple language so that each 
taxpayer could understand clearly what 
he was supposed to do. Only by chang- 
ing the underlying law can major head- 
way be made on the simplification prob- 
lem. 


The House Ways and Means Commit- 
tee has now formulated major improve- 
ments in our tax law, which will make it 
possible to attain the objectives cited 
above. Under this program, all persons 


earning up to $5,000 from sources where 
taxes can be easily withheld and not hav- 
ing additional income of more than $100 
will pay their entire tax liability via the 


TAX SIMPLIFICATION PROGRAM 
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creased incomes—organized labor—is 
trying to grab off still more by creating a 
smoke screen of huge corporate profits 
which they allege to be the real villain 
of the piece. 


Paradoxically, if organized labor’s 
strategem is successful, workers will be 
the real sufferers although temporarily 
they would benefit from the higher wages. 
A general wage increase at this stage of 
the war effort could easily set in motion 
a wage-price spiral. At no time in his- 
tory have wages kept pace with prices 
under such circumstances—and there is 
no reason to believe they would do so now. 





withholding route. It is estimated that 
this change would make it unnecessary 
for some 30,000,000 taxpayers to file re- 
turns, thus cutting down the paper work 
substantially. Moreover, the committee 
proposes to change the present Victory 
Tax to a normal tax of 3 percent on all 
incomes in excess of $500 a year. The 
present 6 percent normal tax would be 
combined with the surtax which would 
start at 20 percent. 

The present system of exemptions 
which provide different bases for the cal- 
culation of the Victory Tax and of the 
income tax would be replaced by a 
straight $500 exemption for each person. 
This change would also eliminate the dis- 
parity between exemptions for single and 
married persons. Thus a single person 
would have an exemption of $500, a mar- 
ried couple $1000, a married couple with 
one child $1500, etc. Recognizing that 
part of the present complications in the 
tax-returns is attributable to the wide 
variety of deductions permitted, the com- 
mittee proposes an optional flat allow- 
ance of 10 per cent of income for those 
with incomes up to $5000, and a flat al- 
lowance of $500 for those earning more 
than $5000. Any taxpayer would still 
have the right to take larger deductions 
if he chose to list them in detail. While 
such a change would permit arbitrary 
deductions without regard to the actual 
expenditure incurred, it must be recog- 
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nized that we cannot have both scientific 
accuracy and simplification. In view of 
the arbitrary deductions claimed by 
many persons, the proposed deductions 
would probably not violate the scientific 
accuracy of the tax return appreciably. 
The above program would go far to- 
ward achieving the objective of simplifi- 
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cation. An analysis of the payments re- 
quired under the present tax and the 
simplified tax shows that in no case 
would the change in liability be very sig- 
nificant. This constructive program 
should be given immediate consideration 
while everyone still remembers March 
15th. 


LIMITED NATIONAL SERVICE 


HREE months have passed since the 
President proposed a National Ser- 
vice Act and no definitive action has yet 
been taken. During March, however, 
two leaders of the war effort—Paul 
McNutt and Donald Nelson—have testi- 
fied in opposition to a full National Ser- 
vice law. Mr. Nelson has favored a lim- 
ited service law which would provide for 
conscription to non-combat duty of 
4-F’s and men between 38 and 45. It 
seems clear that we have passed that 
point in our war effort where an unlim- 
ited national service law is absolutely es- 
sential. Since last fall, the rate of gov- 
ernment spending has remained about 
unchanged. As stockpiles of war mate- 
rials continue to accumulate and the 
basic supplies of many items are attained, 
the tendency toward cutbacks or cancel- 
lation of war orders (already totalling 
over $10 billion) will be accelerated. 
Although there no longer seems to be 
an overall shortage of labor, there are 
still a number of industries making vital 
war goods which do report shortages. 
These areas of shortage will become more 
severe, as selective service reaches into 
war plants to induct men under 26 into 
the armed forces. It is not unlikely that 
this age limit will later be raised to 30. 
Many of these younger men are working 
in these industries. Thus the tool and die 
industry is reported to have asked Con- 
gress for deferments for 75,000 skilled 
young men. The net result of the urgent 
need by the Armed Forces for younger 
men, therefore, will be to accentuate the 
shortages of manpower in certain vital 
industries, particularly those making 
landing craft, synthetic rubber, aircraft, 
radar, submarines, high octane gas, tools 
and dies. 


The problem today may be summarized 
in this question: How can we meet the 
needs of the Armed Forces for younger 
men and still obtain enough workers to 
replace them so that the production of 
vital war items will not be seriously 
slowed down? One suggestion that seems 
to have a great deal of merit is to force 
into these industries men who are not fit 
for combat duty—in other words the 
4-F’s and possibly those who are over 
age. However, the method of handling 
this is not the formation of labor batal- 
ions as suggested by some persons in 
Washington. 

If the groups affected were told that 
they had the choice of “Work or Fight” 
a more Satisfactory solution of this prob- 
lem might be reached. Those persons 
ordered to work in these industries 
should receive the same wages as those 
already working there. The precedent 
for handling this situation is already 
available in the treatment of men over 
38 who are released from the Armed 
Forces. So long as such an individual 
works in industries making war goods 
or supporting the war effort he is not 
subject to further military service. But 
if he leaves such an industry to do non- 
essential work, he may be recalled at 
once into the Armed Forces. 

Before even this type of limited ser- 
vice is adopted, however, the burden of 
proof is upon the administration that the 
alternative will be a cut in war produc- 
tion and that other alternatives, such as 
financing the transportation of workers 
to the shortage areas and providing ade- 
quate housing, recreational and eating 
facilities, are not available. It is late in 
the war effort to introduce compulsory 
labor. 
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MAJOR factor contributing to the 
FX economic difficulties developing after 
World War I was the demand for repay- 
ment of war debts. There are still only 
three ways in which other countries can 
pay their debts to this country: by selling 
us goods and services, by the shipment 
of gold, and by incurring new debts. In 
time, of course, any new debts incurred 
can only be repaid by the shipment of 
goods. Ultimately the repayment of war 
debts depends upon our willingness to im- 
port goods. Unfortunately, these elemen- 
tary principles were ignored after World 
War I and we deluded ourselves in the 
thought that we could sell more to for- 
eign countries than we bought from them 
and at the same time receive payment on 
the loans extended to them during and 
immediately after that earlier conflict. 
The delusion was kept alive for a while 
by the huge new loans extended by us in 
the 20’s. When we discontinued making 
such new loans, the entire structure col- 
lapsed and we ended up without receiving 
final payments on the debt anyway. 


The Lend Lease Act enacted in March 
1941 reflected a realistic appraisal of 
these basic truths of international trade. 
Therefore, it must be considered as a 
major contribution to post-war stability. 
From its inception, however, there has 
remained a powerful minority which has 
bitterly denounced these “gifts.” Now 
that the Act is once more up for renewal 
they are becoming increasingly vocal in 
their opposition. 


Under this program we have shipped 
to our Allies almost $20 billion of mate- 
riel and food supplies. The huge flow of 
planes, tanks, and food served first to en- 
able Great Britain to hold its ramparts 
and later contributed significantly to the 
outstanding success of Russian cam- 
paigns. It is impossible to measure in 
dollars and cents the importance to this 
country of these two events in terms of 
the American lives that will not be lost, 
the American blood that will not flow, 
and the American property that was not 
destroyed. . For who can deny that a 
Germany victorious in England could 
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have sent waves of bombers to ravage 
our shores or that their expulsion from 
England would have involved costs far 
exceeding the value of the goods and ser- 
vices shipped under Lease Lend? Despite 
these self-evident truths, and a sizeable 
reverse Lend-Lease flow, the opponents 
are demanding various quid pro quos for 
these expenditures as though we have re- 
ceived nothing in return. 


Basically, there is a contradiction in 
fighting a war of survival and in asking 
Allies to pay us for weapons used to kill 
common enemies. The Canadians have 
adopted a more meaningful term than 
Lend-Lease to describe these operations. 
They call it ‘mutual aid.’ And that is 
what it is; each Ally contributing to the 


best of his ability—and who can deny ° 


that the British and Russians have done 
so? But once this defeat is achieved, the 
fruits of victory must not be lost because 
of demands for repayment which would 
once more contribute to economic chaos 
and extension of government controls. 
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RICE control and wage control are 

the keystones of our economic stab- 
ilization program. The basic authority 
for these controls is contained in two 
acts, the Emergency Price Control Act 
of January, 1942, and the Stabilization 
Act of October, 1942. These acts pro- 
vide the basis for both price control and 
wage control. They expire June 30. Al- 
ready there is much evidence that certain 
groups will attempt to have inserted in 
the new act, provisions which will im- 
prove their own positions. Farmers, 
labor, and industry are all represented 
among those pressure interests making 
recommendations to their own _ short- 
sighted advantage. One principle is 
clear—these acts must be strengthened, 
not weakened, if the inflation line is to 
hold. 


While there is much dissatisfaction 
with many of the actions taken by OPA, 
one basic fact cannot be ignored: prices 
during this war have advanced less than 
half as much as during the last war. This 
splendid record has been achieved despite 
deliberate efforts by Congress to raise 
prices, particularly farm prices, despite 
the inadequate fiscal program adopted, 
despite the inadequacies of our wage 
stabilization program, and despite the 
enormous pressure for price increases re- 
flected in the diversion of approximately 
half of our production to the war effort. 
Although OPA has caused widespread ir- 
ritation and has made many silly and 
avoidable mistakes, it must be re-empha- 
sized that prices have been held compara- 
tively stable in this war as compared with 
any previous conflict. This stability has 
been particularly evident during the past 
year when only minor changes have been 
recorded in the general level of whole- 
sale prices and in the cost of living. 
Moreover, under its new management, 
OPA has gone far to eliminate and to 
modify many of the blunders previously 
made. It is important, therefore, that 
recollections of the inadequacy of OPA 
should not be made the basis for a drive 
to weaken price control. 


The experience of the past year has 
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WHY RENEWAL OF PRICE CONTROL 


demonstrated conclusively that the pres- 
ent acts contain two major weaknesses 
which should be removed from any new 
statute. One, the inflationary farm-price 
provision, and two, the ability to grant 
indirect wage increases. Despite the re- 
duction from the 110 per cent of parity 
limit contained in the original Price Con- 
trol Act to the 100 per cent of parity 
limit in the Stabilization Act, farm prices 
have continued to rise rapidly.* From 
September, 1942, until the end of 1943, 
this rise amounted to 21 per cent. Such 
a sharp advance has meant greater pres- 
sure on retail price ceilings and has com- 
plicated the problem of OPA. 


Despite the hold-the-line order of last 
April, parity has continued to rise. In- 
creases in wages and in farm prices 
themselves have contributed to an in- 
crease in the prices of the things which 
farmers buy and, hence, have raised the 
parity level substantially. In fact, the 
parity level today is higher than 110 per 
cent of parity was in September, 1942. 
The parity price provision should be 
stricken from the farm-price orders and 
farm products should be price fixed on 
the same basis as other products. 


The coal and railroad cases demon- 
strated conclusively that while the Ad- 
ministration was loath to break the Lit- 
tle Steel formula directly, the same re- 
luctance has not been evidenced when it 
came to indirect violation of the formula. 
The payment of portal-to-portal pay to 
coal miners, and similar indirect wage 
increases to railroad workers may be re- 
called. The wage provisions of the 
Stabilization Act should be strengthened 
so that these indirect wage increases as 
well as direct wage increases are pro- 
hibited. The effects upon our economic 
stabilization program of the direct and 
indirect wage increases are identical. 
Both should be treated in exactly the 
same manner. Both should be prohibited. 


In addition to the above changes, there 
are a number of technical amendments 


*Example: Parity Price for corn (bu.): Septem- 
ber, 1942 $.97; April, 1943 $1.04; December, 1943 
$1.08. 
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which should be made including provision 
for speedier adjustments of prices which 
‘ cause hardship, readier court review, a 
clarification of the business practices 
section of the act, and of other sections 
where OPA seems to have missed the in- 
tent of Congress. 

Finally, the major importance of pric- 
ing in connection with reconversion 
should be given consideration by Con- 
gress. The recent Vinson Directives 
have caused much uncertainty because of 
their stringent profit limitations and the 
widespread fear that these directives 
apply to reconverted goods (see Trusts 
and Estates, February, 1944, p. 103-4). 
Although labor and other costs have been 
increasing, this rise in costs has not been 
fully reflected in unit costs because of 
sharp increase in the volume of produc- 
tion. Most reconverted plants will prob- 
ably start with a relatively low volume of 
production, and, hence, the high cost 
noted above will be aggravated by the 
fact that overhead will have to be dis- 
tributed among relatively fewer units, 
thus further increasing unit costs. Ches- 
ter Bowles has recently stated that “New 
goods coming on the market must be 
priced as tightly” as those which have 
been sold during the past two years. If 
this policy is followed, the quantity of 
new goods coming on the market will be 
very small. 

Trustees and their beneficiaries have 
a major interest in the success of our 
anti-inflation program, as well as in the 
post-war prosperity and in the return 
to capital. 


OO —_ 


Secretary of the Treasury, Henry Mor- 
genthau, Jr., has announced that the Fifth 
War Loan will start on June 12, and run 
to July 8. The goal will be $16,000,000,000, 
of which $6,000,000,000 is to come from 
sales of Bonds to individuals. 

The securities to be offered are: 

Series E, F and G Savings Bonds 

Series C Savings Notes 

2%2% Bonds of 1965-70 

2% Bonds of 1952-54 

1%% Notes of 1947 

%% Certificate of Indebtedness 


Ancillary 


Administration 
for Illinois 


Real Estate 


¢ No matter where the 
personalty under a trust 
may be located .. . if there 
is real estate in Illinois, you 
will find it a matter of good 
judgment to suggest Chi- 
cago Title and Trust 
Company as ancillary ad- 
ministrator. 


This company was 
the first to qualify under the 
General Trust Company 
Act of the State of Illinois 
and it has beencontinuously 
active in trust administra- 
tion since 1887. Our long 
years of experience in all 
types of fiduciary activity in 
this area, plus an unusual 
background in all real 
estate matters, qualify us to 
give you and your custom- 
ers full cooperation on both 
corporate and personal 
trust matters in Illinois. 


CHICAGO 
TITLE & 
TRUST 
COMPANY 


69 WEST WASHINGTON ST. 


CHICAGO 
Business Established 
in 1847 
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Guaranty Trust Company of New York 


FIFTH AVE. OFFICE MAIN OFFICE MADISON AVE. OFFICE 
Fifth Ave. at 44th St. 140 Broadway Madison Ave. at 60th St. 


LONDON: 11 Birchin Lane, E. C. 3; Bush House, W. C. 2 


. Condensed Statement of Condition, March 31, 1944 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 

Due from Banks and Bankers .........................-------------- i Rnaeeie et $ 519,379,622.74 
U. S. Government Obligations 1,965,799,931.81 
Loans and Bills Purchased 675,241,256.40 
Public Securities 68,622,167.98 
Stock of the Federal Reserve Bank 7,800,000.00 
Other Securities and Obligations 15,229,273.86 
Credits Granted on Acceptances 2,556,960.32 
Accrued Interest and Accounts Receivable __.. 7,880,235.63 
Real Estate Bonds and Mortgages 1,682,339.44 


103,770,977.23 
Bank Buildings 10,119,584.19 
Other Real Estate 868,297.94 


OSE! SEEDERS $3,.275,179,670.31 





LIABILITIES 


Capital 90,000,000.00 
Surplus Fund 170,0090,000.00 
Undivided Profits . 34,264,976.86 
Total Capital Funds $ 294,264,976.86 
Deposits $2,914,354,698.56 
Treasurer’s Checks Outstanding 25,824,627.82 
Total Deposits 2,940,179,326.38 
Federal Funds Purchased 18,300,000.00 
Acceptances 5,859,345.22 
Less: Own Acceptances Held fer Investment... 3,302,384.90 
2,556,960.32 
Liability as Endorser on Acceptances 
and Foreign Bills 92,379.00 
Foreign Funds Borrowed 152,550.00 
Dividend Payable April 1, 1944 2,700,000.00 
Items in Transit with Foreign Branches (and 
Net Difference in Balances between Offices 
Due to Different Statement Dates of For- 
eign Branches) 1,075,812.7 
Accounts. Payable, Reserve for Expenses, 


Taxes, ete. 15,857,664.97 
22,435,367.07 
Total Liabilities $3,275,179,670.31 





Securities carried at $757,566,916.11 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public moneys as required by law, and for other purposes. 


This Statement includes the resources and liabilities of the English Branches as of 


March 26, 1944, French Branches as of October 31, 1942, and Belgian Branch as 
of October 31, 1941. 


Member Federal Deposit Insurance Corporation 





CAPITAL MANAGEMENT 


WAR COMES C. O. D. 
Meeting Later the Cost of the Present War 


ERNEST MINOR PATTERSON 


President, American Academy of Political and Social Science 


HERE is one _ basic 

proposition to be re- 
membered in discussing the 
way in which the cost of 
this war will be finally met. 
The costs of the war are 
being met during the war. 
By “costs” are meant, of 
course, the human effort 
and the consumption of 
raw materials—the basic 
sacrifices involved. These 
fundamental outlays can 
not in any way be post- 
poned. 

Worded differently, the 
economic cost of the war is being met out 
of the current national income. To only 
a minor degree has the production of 


past years been utilized. Some weapons 
and ammunition, certain stocks of mate- 
rials and food together with miscellan- 
eous items were on hand but the demands 
are so vast that very few could be cov- 


ered from these sources. Instead the 
stream of production has been enlarged 
and the necessary part of it diverted to 
war. This has been accomplished with 
the use of available resources including 


Dr. Patterson is professor of economics at the 
Wharton School of Finance and Commerce of the 
University of Pennsylvania, and President of the 
American Academy of Political and Social Science 
since 1930. As the special representative of Gen- 
eral Henry T. Allen and of the American Friends 
Service Committee, Dr. Patterson made an eco- 
nomic investigation in Europe in December, 1923, 
and January, 1924. While serving as visiting pro- 
fessor at the Postgraduate Institute of Interna- 
tional Relations at Geneva in 1929 he conducted 
courses in the field of international economics. 

During che summer of 1931 Dr. Patterson gave 
a series of lectures on ‘‘The Economic Bases of 
Peace” before the Academy of International Law 
at The Hague and lectured before the Royal In- 
stitute of International Affairs, London. He. was 
for some time a member of the Board of Directors 
of the National Bank of Nicaragua. 

Dr. Patterson is the author of numerous inter- 
nationally known books on economic and financial 
subjects, such as “The World’s Economic Dilem- 
ma,’ “‘The Economic Bases of Peace” and ‘‘Eco- 
nomic Problems of War.” 


ERNEST MINOR PATTERSON 


huge plants and equipment, 
highly developed research 
laboratories and thoroughly 
trained industrial leader- 
ship. Certainly future pro- 
duction can not be used 
_ now. 

Accordingly it might be 
said that there will be no 
war costs to be met after 
the conflict is over. But 
this would be highly inac- 
curate. The ways employed 
in meeting costs in the 
present will place our econ- 
omy under severe strain 
later. Some of these strains could be 
avoided or at least lessened if different 
methods could be used now, while others 
could not. As a clear illustration of the 
latter there may be mentioned the neg- 
lect of usual repairs. Some of our equip- 
ment, for example railway rolling stock, 
may be in voor condition when the war 
ends. Many inventories will have been 
reduced. There will be a period of time 
and certain outlays needed to restore 
equipment and stocks to their pre-war 
condition. 

But these items and a few others, 
though by no means small, are relatively 
minor. The major “costs” to be met later 
arise out of the methods that we use in 
meeting the “costs” that of necessity can- 
not be postponed. The costs are being 
met almost entirely out of current in- 
come. Our task has been to enlarge that 
income and to divert, through the govern- 
ment, that part of it needed for the war. 


Four Ways to Meet War Costs 


HERE have been four possible ways 
to take this income from individuals 
and from corporations: first, by the im- 
position of taxes; second, by the sale of 
promises to pay later; third, by forcible 
restriction of consumption, e.g. through 
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rationing; and fourth, through a rise in 
prices which automatically limits the 
amount each of us can purchase with his 
income. Perhaps it should be emphasized 
that the purchaser of government bonds 
gives up a part of his income just as 
truly as if he paid the same amount in 
taxes. Instead of a tax receipt he is 
given a “bond” which is simply a claim 
on a part of the future national income— 
his own and that of his fellow citizens. 


These introductory paragraphs have 
seemed a wise preliminary to discussion 
of the question raised by the sub-title of 
this article. War financing is of two 
main kinds—taxation and borrowing. To 
the extent that the former is used there 
is little financial aftermath. To be sure 
taxation during the war may have been 
so heavy as to bankrupt some but such 
cases are presumably few and the reper- 
cussions are largely a matter of private 
concern. In so far as the public expenses 
are met by taxes there is little hangover. 


But for many reasons a large part of 
the cost is being met by the sale of gov- 
ernment promises to pay—bonds, notes 
and certificates. Purchasers of these 
promises are giving up something in the 
present. They have less with which to 
buy consumer’s goods or less than they 
might have had to invest in other securi- 
ties. These government promises to pay 
are claims on the national income stream 
of the future. This would be similarly 
true if he had bought a railway or indus- 
trial bond. 


Servicing Corporate vs. Government 
Bonds 


ET there are differences. The buyer 

of the bond of an industrial corpora- 
tion has a claim on the future income of 
that corporation alone and he relies on 
the ability of that corporation to collect 
from the public through the sale of its 
output, e.g. steel products, the amounts 
necessary to meet his claim. The buyer 
of:a government promise relies on the 
ability of that government to collect 
through taxation of the general public. 
Both are claims on the national income 
of the future—one being a concentrated 
claim and the other widely diffused. 
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A second difference is that usually th: 
proceeds of new bond issues by private 
corporations are used for construction of 
plant or equipment that will be used in 
producing consumer’s goods or other 
capital goods that will in turn be used in 
producing consumer’s goods. Of course 
this is unhappily not always true but it 
is usual. Government bonds, especially 
during war, are used to finance destruc- 
tive activities. Yet here again there are 
exceptions. During this war important 
amounts have been spent by the govern- 
ment in construction of plant and equip- 
ment, a considerable part of which with 
necessary expenses for conversion will 
constitute an addition to the productive 
capacity of the country. Also, much war- 
time research is of permanent value. 


Servicing the Debt 


HE problems ahead may, for con- 

venience, be grouped under two head- 
ings. One is to find suitable ways of ser- 
vicing a public debt whose ultimate size 
may only be guessed. The other is to find 
ways of removing the dislocations cre- 
ated by the war throughout our economic 
life and of getting our intricate economic 
machine functioning smoothly along lines 
suitable for time of peace. Happily we 
do not have the third task faced by many 
other countries, viz., rebuilding proper- 
ties directly destroyed during the war. 


As to the federal debt, quite arbitrarily 
we shall assume it will be $300 billion at 
three per cent interest. Carrying charges 
will include $9 billion interest per annum 
plus whatever should be added for debt 
retirement or sinking fund. Shall we say 
$5 billion or so and assume an average 
annual service charge of some $14 billion 
until the debt has been completely re- 
tired? 


The problem, therefore, is not to meet 


the “costs” of the war. That has been 
done during the conflict. It is instead 
the problem of keeping the promises 
made to owners of the bonds. They have 
claims against the national income of 
future years. If these claims are to be 
met some way must be found of taking 
from individuals and corporations (in- 
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cluding of course the owners of these 
bonds) the required amounts of their in- 
comes in order that these sums may be 
turned over to those individuals and 
corporations who own the war bonds. The 
distribution of the national income must 
be rearranged to meet these claims. 


Not Just a Matter of Bookkeeping 


T has been urged by some that this 

task is very greatly simplified because 
the debt is internal; that there is nothing 
involved beyond taking money out of one 
pocket and putting it into another. Such 
statements are true, but only half true. 
There is, of course, no “transfer prob- 
lem” such as faced Germany in paying 
reparations and our associates of the first 
world war in paying what they owed to 
the United States. But the task, even 
thus qualified, is a difficult one. There 
must be collected from the American pub- 
lic for many years to come for federal 
debt service alone at least $14 billion if 
the debt is to be amortized at the rate 
assumed above. There are, in addition, 
the other amounts needed for ordinary 
operating costs of the federal govern- 
ment, besides state and local costs. 


Many years ago when federal expenses 
reached a billion dollars a year Speaker 
Reed of the House of Representatives re- 
plied that the United States was a billion 
dollar country. Today, of course, this 
figure seems small. Is the United States 
now (say) a twenty-five billion dollar 
country? Can such a sum be diverted 
from private incomes and be paid to oper- 
ate the federal government and to service 
its debt? If this is possible, what are the 
conditions that must be met? 


These conditions are two in number: 
The first is that the national income must 
be large. In 1929, the national income 
(produced) was $81 billion but in 1933 it 
was only $42 billion. Federal taxes of 
$25 billion would have diverted 60 per 
cent of the national income in 1933. In- 
come thus diverted is not destroyed; it 
is merely taken from taxpayers and de- 
livered to all to whom the government 
makes payments—bond holders and oth- 
ers—and the two groups overlap. 





Requisites to Repayment 


T is estimated that at present our na- 

tional income is about $150 billion or 
$1,100 per capita. Federal taxes of $25 
billion would be about 16% per cent of 
that amount. Without minimizing the 
difficulties we can at least say that it is 
easier to divert this percentage than a 
much larger one. Evidently one requisite 
for performing the task of servicing the 
war debt is to maintain a large national 
income. The strain on the taxpayer is 
less if his income is large; even if he re- 
ceives as interest on his bonds an amount 
greater than he has paid in taxes he will 
think of the tax as a burden. 

In all of the income figures given above 
no adjustments have been made for 
changing price levels. This suggests an- 
other observation. Although the physi- 
cal amount of the national income should 
be low the debt is expressed in dollars— 
in monetary units—and even a low 
“quantum” might bé expressed in very 
high prices. If prices should rise con- 
siderably all debtors, including the gov- 
ernment, could meet their obligations 
with little strain. But the dislocations 
that accompany rising prices and the 
probability of ultimate price collapse with 
further and even worse strain, means 
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that by all possible means any consider- 
able rise in prices should be prevented. 
Nevertheless to the extent that it occurs 
and as long as it continues “debt bur- 
dens” are eased. To the extent that 
prices fall the difficulties are increased. 

Accordingly it is to be urged that the 
price level should be maintained and that 
the quantum of the national income 
should also be maintained or, if possible, 
increased. Can this be done? Encour- 
agement is to be found in the vast amount 
of attention now being given to the sub- 
ject. Much energy is being frittered 
away by those who are mouthing slogans 
but there is no doubt about the general 
concern. Moreover many prejudices are 
being softened and there is a growing 
recognition that a joint effort, both pub- 
lic and private, will be needed. 


Correcting War Dislocations — 


HIS leads us to the second of the 
problems—that of, correcting the 
“dislocations” created by the war. Work- 
ers have been moved to new locations 





Careful management 
conservative 
policies 
and strict 
adherence to 
sound banking 
principles 


since 1886 
e 


FIDELITY TRUST COMPANY 


341-343 FOURTH AVE. PITTSBURG 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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and to new types of work where many 
will not be needed when the war ends. 
Millions are in military service. Plants 
have been constructed, some of which can 
be used during peace only after extensive 
changes, if at all. Banks whose “loans 
and discounts” formerly were related 
roughly to their deposits now have high 
and increasing percentages of their as- 
sets in “governments.” Many pre-war 
markets have been lost and there will be 
a strenuous effort to recover them or to 
find others. Competition with business in 
other countries will be sharp, e.g. with 
the British. 

It seems probable that the pattern of 
events just after the first world war will 
be followed at least roughly. ‘“Pent-up 
demand” will be let loose for a time but 
in the longer period these dislocations 
will have a serious influence. The task 
of collecting large sums from the national 
income even though they are promptly re- 
turned in payments to the public, will not 
be easy, but we may hazard a few gen- 
eral observations. 

Perhaps most important is to realize 
that our economic and political institu- 
tions are always changing and that the 
present era is one of unusually rapid 
tempo. The two world wars have been 
a horrible outward manifestation of 
these alterations. We may today view 
Adam Smith with the greatest of respect 
and admiration, but merely to reiterate 
his 18th century views in the 20th cen- 
tury is worse than futile. Government 
controls are growing and ideas about 
‘natural laws” and “laissez-faire” no 
longer are effective. The practical, real- 
istic approach is one that recognizes this 
and seeks to make the adjustments at an 
appropriate rate and with a minimum of 
friction. 


Taxation of Service vs “Unearned” 
Income 


O long as the present trends continue 

fiduciaries and all others interested 
in “property rights” will be faced with 
many baffling issues. For our present 
purposes the most important is the basic 
theory of taxation. Nothing seems to be 
easier than to attack the theories of a 
Karl Marx or a Henry George. But re- 
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gardless of any weaknesses we may find 
in their logic, their approach has effec- 
tively emphasized the idea that certain 
incomes are “earned” and that others are 
“unearned.” The distinction is applied 
in law by grouping incomes as “service” 
and “property” incomes. Our present 
somewhat conservative Congress under 
pressure to raise more revenues has abol- 
ished this distinction but it may be ex- 
pected to reappear. It is highly probable 
that owners of property will have to pay 
higher taxes in the future than in the 
past. 

A closely related tendency is to view 
very large “service” incomes as in part 
“unearned.” There is much talk of “jus- 
tice” or “equity” in taxation. The words 
are elusive when we attempt to apply 
them but there is no escaping the fact 
that even “service” incomes of say $500,- 
000 or $1,000,000 per year are viewed 
as unreasonably large. High and rapidly 
progressive rates on large incomes are 
presumably here to stay. 

To many the developments of recent 
years seem “bad” and to others “good.” 
But they are here and as yet no strong 
offsetting movements are visible. Some 
years ago a prominent New York banker 
characterized most Americans as “eco- 
nomic illiterates.” Regardless of what 
he meant at the time emphasis may be 
placed on his expression. In what way 
can we demonstrate economic literacy? 
Certainly we do not wish to be practical 
in the way described by Disraeli who is 
said to have observed: “A practical man 
is one who persistently repeats the mis- 
takes of his predecessors.” 


Our Personal Duty 


E should all welcome and even de- 

mand higher taxes now and later. 
This sounds unpalatable but low taxes 
mean larger public debt and a large debt 
involves strains in diverting the national 
income in the years ahead. Owners and 
custodians of property will improve their 
position in the years ahead to the extent 
that they accept these higher payments. 
To say that this is politically impossible 
is to beg the question; every effort should 
be made to make it politically possible. 
'f it is argued that the more yielded the 
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more will be demanded, at least a partial 
answer may be that some concessions now 
will avoid greater losses later. Short of 
actual federal bankruptcy the funds will 
be raised even by inflationary methods 
and surely no one will argue that inflation 
followed by almost certain later deflation 
can in the long run benefit property own- 
ers. 


Second is a reminder of the fallacy of 
which the logicians have reminded us— 
the “argumentum ad hominem.” All of 
us have the duty of scrutinizing and 
criticizing the acts of our leaders with 
the utmost frankness but also with fair- 
ness. But it is easy to voice “the devil 
theory of war” as Charles A. Beard has 
called it. Blame a world war on the 
Kaiser or on Hitler. Surely we can be 
sufficiently literate in politics and in eco- 
nomics to distinguish more closely be- 
tween acts for which the “man in the 
White House” may be held responsible 
and the trends through decades over the 
entire world for which no one individual 
or even group may be blamed. 
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TRUST SERVICE 
EXCLUSIVELY 


DETROIT TRUST COMPANY, with 
over forty-one years’ experience in 
every phase of trust business, is espe- 
cially qualified to serve in any situa- 
tion requiring a Michigan fiduciary. 


DETROITTRUST (OMPANY 


201 W. FORT STREET Detroit, Michigan 


Executor Custodian Trustee Registrar 
Transfer Agent Trustee for Corporations 





Productivity, not Slogans Needed 


TRAINS in the future will be greater 

if the national income is small and 
less if it is large. There is an obliga- 
tion on all of us to demand public policies 
that will make the large income possible. 
Some types and degrees of taxation dis- 
courage production and in the demands 
for “equity” it is easy to overlook this. 
Also, it is not hard to exaggerate the 
retarding influence of high taxes. On the 
other hand the influence of inheritance 
taxes in retarding production has often 
been grossly exaggerated. Care in an- 
alysis, accuracy of statement and a readi- 
ness to yield to the facts are important. 
Since large production is so important, 
public measures that discourage it should 
be vigorously opposed but exaggerated 
fallacious contentions about it should be 
avoided. 


There has been and still is a regret- 
table tendency to substitute slogans for 
argument. Slogans from the one side 
are promptly matched with slogans from 
the other. But in all the discussions there 
seems to be no reason for believing that 


any important number of Americans wish 
to alter very greatly our economic sys- 


tem. It is basically one of struggle in 
which individuals and groups are com- 
peting with each other. In spite of the 
strains, most Americans still wish to keep 
the emphasis on private property and 
operation for profit. Those especially 
interested need only to recognize some of 
the hard facts of this era and adapt their 
thoughts and actions to meet some of the 
changes that will come with or without 
their approval. 


Relief from War Damage insurance 
costs is being sought by the Executive Com- 
mittee of the National Association of 
Mutual Savings Banks through support of 
pending legislation in Congress. On the 
basis of the amounts already paid in prem- 
iums the negligible losses paid and the re- 
duced hazards, the relief will include waiver 
of premiums and refund of unexpended 
funds. 


The War Damage Corp. on April ist 
extended automatically for one year all 
policies then in force. 
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BURDEN OF THE NATIONAL DEBT-- 
In arriving at some idea as to whether or 
not we can have full employment and pros- 
perity after the war, we must make up our 
mind as to whether or not we can support 
the huge federal debt which we are piling 
up without suffering a tax burden that will 
stifle business expansion. It is possible that 
it may be $300 billion or even more. The 
interest on such a debt, even at the low 
rate of 2%, will be nearly twice our highest 
peacetime budget. 


One radical school of thought tends to 
dismiss the size of the national debt as be- 
ing unimportant because, as it puts it, the 
debt is internal and, therefore, causes no 
burden to the nation as a whole. All the 
nation does is to collect taxes from certain 
of its citizens and turn these taxes over in 
the form of interest to other citizens. This 
explanation has a plausible sound and it 
would be a satisfactory explanation of the 
effects of an internally held public debt if 
the nation was organized on the Communis- 
tic basis and no property was privately held 
and business was all under the direction 
and supervision of the state. Under our 
private enterprise system, however, this ex- 
planation is both specious and dangerous. 

Taxes to pay interest on the public debt 
are not levied on people in exactly the same 
proportion that they receive interest on the 
public debt. Certain people pay the taxes 
and other individuals will receive the in- 
terest. Again, as the public debt increases 
accompanied by an increase in taxes, the tax 
burden under the best of conditions and the 
wisest of administration can never be levied 
perfectly equitably and each successive in- 
crease harms certain individuals and _ in- 
jures certain businesses. Likewise, pressure 
groups grow up in society which bedevil our 
legislative business. These pressure groups, 
as the burden of taxes becomes more oner- 
ous, use all their influence to shift the bur- 
den off their shoulders onto others. 

We will be able to stand the burden of 
our government debt after the war without 
too much hardship provided the price level 
does not decline and relatively full employ- 
ment can be maintained. The burden of a 
debt rightly understood is measured in goods 
and services. If a farmer has to pay $200 
in taxes and wheat is selling at $2 a bushel, 
he needs to raise only one hundred bushels 
to pay his taxes. While, if wheat is only 
$1 a bushel, he must raise two hundred 
bushels. The price level, therefore, must be 
maintained. No sharp drop in it can be per- 
mitted.—C. L. BENNER, Vice President, 
Continental American Ins. Co. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


STATEMENT OF CONDITION, MARCH 31, 1944 


RESOURCES 


Cash and Due from Banks. .. . ~ « « « § 93623440050 
U. S. Government Obligations, direct aad fully 

guaranteed . .. . rae eee ree 
State and Municipal Serncities "Ole eee ea cae ee 81,174,623.78 
Other Securities . . . is eee 106,281,733.72 
Loans, Discounts and estine’ Acceptances ‘oe 878,951,902.08 
Accrued Interest Receivable . . ...... -« 8,046,303.88 
Mortgages . . ate eee 6,959,034.46 
Customers’ Acceptance Liability . gt’, Cae gan oe ee 5,393,702.29 
Stock of Federal Reserve Bank . . . ..... 7,050,000.00 
Banking Houses . . . . + 2 «+ «-+# aes 35,518,378.85 
Lee. 6° «6 «28 «oe RL ae ee 4,979,076.80 
Other Assets ... gg gs a aig as See ne 2,800,190.58 


$4,765,999,575.22 


LIABILITIES 
Capital Funds: as ee ee 
Capital Stock . . . . . - ~ $111,000,000.00 
Surplus . . . . « « «  124,000,000.00 
Undivided Pras . ae ae as 43,106,954.55 
ne ee 
Reserve for Contingencies. . . . -. - - © « « 9,390,275.66 
Reserve for Taxes, Interest, etc... . . .... - 6,763,731.42 
Deposits. . . s 6 ee wee: le ee 
Acceptances Outstanding oie + « * hea 
Less Amount in Portfolio . . . 5,771,791.63 5,953,029.51 


Liability as Endorser on Acceptances and Foreign 
ee ee eee ee ee ern ee 242,156.36 
CS ko: as es a ae ee ee 7,961,696.33 


$4,765,999,575.22 


United States Government and other securities carried at $1,034,281,025.00 are pledged 
to secure U. S. Government War Loan Deposits of $832,817,443.23 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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DIGEST SECTION 


Highlights of discussions on current economic 
topics from leading publications and addresses. 


BUSINESS FINANCES IN TRANSITION PERIOD 


CHARLES C. ABBOTT 


Harvard University 


Conclusions of a Harvard Graduate School of Business Administration pamphlet. 


CONOMIC and political develop- 

ments which seem likely to occur 
during the transition period will induce 
and contribute to the financial problems 
of business concerns at this time. In 
this connection may be mentioned the de- 
cline in Federal expenditure, the term- 
ination of war contracts, the likelihood 
that relaxation of controls on the flow of 
materials through the economy may not 
always be in accord with the needs of 
particular concerns, the disposal of gov- 
ernment-owned plant, equipment, and ma- 
terials, and the necessity that many firms 
incur substantial and unusual cash out- 
lays. These problems will be complicated 
by the rapid advance of technology dur- 
ing the war, the low level of investment 
in business enterprise in the dozen years 
prior to Pearl Harbor, and the failure or 
inability of many companies during the 
war to set aside sufficient funds to cover 
accrued tax liabilities. 


The most direct and important impact of 
many of these developments will be upon 
the cash accounts and current positions of 
many business firms. The interruptions in 
the flow of cash receipts combined with the 
likelihood that heavy cash outlays signify 
that the management of working capital will 
be even more important during the transi- 
tion period than in normal times. 


Whether the potential supply of credit 
and capital will be placed at the disposal 
of business at the time, in the place, and 
on the terms required to satisfy the needs 
of businessmen is not so clear. Here the 
psychological attitude of lenders and in- 
vestors, the prevailing degree of optimism, 
and the economic and governmental “cli- 


mate” that surrounds the investment pro- 
cess, will be matters of great importance. 


So far as can be foreseen, the refunds 
payable to many companies under the carry- 
back provisions of the 1942 Revenue Act 
will not be paid for at least a year, after a 
considerable decline in income, and that will 
be too late to serve the pressing needs of 
many concerns. It may prove difficult for 
some banks to accommodate their lending 
practices to the kinds of assets which many 
borrowers may have in the transition pe- 
riod, such as claims under cancelled con- 
tracts, inventories frozen pending settlement 
with the government, and anticipated tax 
refunds. 


If established financial institutions find it 
difficult or impossible to satisfy the needs 
of business the unsatisfied requirements of 
business will force a change in the existing 
pattern of lending. Conceivably these needs 
will either call into being new institutions, 
or will induce an expansion of the activities 
of some existing bodies that in the past have 
played a somewhat minor role in the lend- 
ing-investing mechanism. 


Finance companies and factors will ex- 
tend substantially the character and scope 
of their operations in the transition period. 
Investment trusts may seek a more impor- 
tant part in the financing of new, small, and 
unlisted enterprises. Insurance companies 
may seek new outlets for their investible 
funds. 

If private institutions and mechanisms 
fail in some important respect during the 
transition period to accommodate the legiti- 
mate financial needs of enterprise, the Fed- 
eral Government, either through a new or 
through an existing agency, will endeavor 
to remedy the situation. 


Of greater significance than the details 
of the measures taken by one business con- 
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cern or another to meet a concrete situa- 
tion is the indication these procedures give 
that many businessmen have recognized that 
the only type of planning or preparations on 
which they can surely rely is'that done by 
themselves. Moreover, the fact that so 
many concerns have evidently determined 
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that the solution of their problems is pvri- 
marily their own responsibility, and have 
acted accordingly, suggests that business it- 
self may solve most of the difficulties of 
the transition period, and that the residuum 
of problems necessarily left to governmental 
action will not be overwhelming. 


POST-WAR POLICY AND BUSINESS EXPANSION 


LEWIS KIMMEL 


Conclusions of a Brookings Institution study 


HE present tax system has been de- 

veloped for a variety of purposes— 
to raise revenues, to influence corporate 
policies, and to bring about a changed 
distribution of income. During the 
1930’s the potential effects of taxation on 
investment and employment opportuni- 
ties were generally overlooked. The 
changes in the tax structure suggested 
in this study are designed to reduce to a 
minimum the restrictive effects of taxa- 
tion of business and investment expan- 
sion. The importance of adequate rev- 
enues is recognized throughout this 
study. While a few of the modifications 
proposed might entail some immediate 
loss of revenues, the combined changes— 
because of their stimulative effect on the 
economy—should result in an expansion 
of tax revenues. 

1. The excess profits tax should be re- 
pealed after the war. The effective date of 
repeal is not the decisive factor. If there 
is a clear and unequivocal policy with re- 
spect to the abandonment of this tax, its 
temporary continuance during the transition 
years should not materially affect business 
and investment expansion. 

2. The corporate income tax should be 
considered in relation to its position in the 
income tax structure as a whole. We favor 
a single normal tax, which would be col- 
lected on all taxable income, individual and 
corporate. On corporate earnings this tax 
should be collected at the source. Because 
of the heavy revenue requirements, this 
normal or standard rate would have to be 
substantially higher than prewar normal 
rates on personal incomes. The corporate 
income tax levied over and above this nor- 
mal tax should be held to a low or moderate 


rate—perhaps in the range of 5 to 10 per 
cent. 

New manufacturing industries should be 
exempt from the special corporate income 
tax for the first three years and be taxed 
at one half the regular rate for the next 
two years. 

The two additional percentage points 
added to the rate for a consolidated group 
of corporations should be eliminated. The 
credit for intercorporate dividends should 
be increased from 85 per cent to a full 100 
per cent. 

The two-year carry-back and two-year 
carry-over of operating losses should be 
continued during the transition period. New 
businesses should be granted a four-year 
carry-over, in addition to the two-year 
carry-back. A two-year carry-back would 
not be practicable for the normal tax col- 
lected at the source; a four-year carry- 
over is recommended. 

More liberal depreciation allowances 
should be permitted on new plant and 
equipment. In the interest of stimulating 
investment, the minimum period over which 
new assets can be amortized might be re- 
duced to one half. 


8. The federal capital stock tax and the 
so-called declared value excess profits tax 
should be repealed. 

4. The rates for state business income 
taxes should be held to a maximum of 
about 5 per cent. The state rates should 
not be increased as federal business taxes 
are de-emphasized. Overlapping state busi- 
ness taxes should be eliminated. 

5. The tax system has long discriminated 
against earnings on equity capital. Because 
of the fundamental position of venture cap- 
ital in the economic structure, equity earn- 
ings should be favored—not discriminated 
against—by the tax laws. Preferentia! 
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rates on dividend income and other income 
from equities would have a stimulative ef- 
fect on venturesome investments; a reduc- 
tion of one third to one-half—based on the 
average effective rate—is recommended for 
new equity investments made after the war. 
The maximum contribution to investment 





OST misconceptions of Industry are 

due to ignorance on the part of the 
working man, but many of them have 
been the result of bad labor or bad poli- 
tical leadership. One of the most deeply 
rooted fallacies is the idea that to pro- 
duce less per hour will benefit. him, be- 
cause it will make his work last longer. 
We haven’t explained to the worker how 
free enterprise works; that when he in- 
creases his rate of production, costs go 
down, orders pour in, business increases, 
and jobs are made more secure. 

Industry has been crucified for ten years 
on the statement that wages alone deter- 
mine purchasing power. Only increased 
production means increased purchasing 
power, because it provides higher wages, 
lower prices, and better dividends. 

Another misconception is that income is 
not fairly divided in America. Workers 
think that the stockholder gets the cream 
and the working man gets the skimmed 
milk. The most astounding fact in all 
American industrial life is that the distri- 
bution of the available dollar is about 
eighty-eight cents to labor and twelve cents 
to capital. 

Good labor relations are so easy and so 
effective when we come down from the 


From address at the National Association of 
Manufacturers Industrial Relations Institute. 









INDUSTRIAL RELATIONS STATESMANSHIP 


FREDERICK C. CRAWFORD 
President, Thompson Products, Inc. and President, National Association of Manufacturers 
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and business expansion will be obtained 
only if the underlying tax structure is 
placed on a sound basis. The discrimina- 
tion against all equity earnings which was 
accentuated by the changes made in 1936 
should be reduced to the fullest possible ex- 
tent. 


front office and meet with the workers and 
approach our problems in a_ simple, 
straightforward human way. We cleared 
up another worker fallacy by graphically 
showing our workers the facts regarding 
executive salaries. Management has often 
kept these salaries a secret. Perhaps it 
has been a little ashamed of the boss’ 
salary, because to the worker 50, 60, or 70 
thousand dollars look like Rockefeller’s mil- 
lions. We tried a new approach and to a 
group of workers, who inquired about offi- 
cers’ salaries, we said: “Appraise the value 
of the president of the Company in terms 
of so many laborers.” They appraised the 
value of the boss at one hundred and fifty 
laborers, and I said, “Fellows, do you real- 
ize that you are putting the president’s 
salary at $400,000, for each of these labor- 
ers, with his overtime, receives from $2500 
to $3000 a year? As a matter of fact, if the 
president of a company has a salary of 
$100,000, by the time he has paid his taxes 
his net income is about equal to that of ten 
laborers.” They were astonished, and 
since that time there have been no disputes 
over salaries at all. In most companies, 
executive salaries amount to less than a 
penny an hour for each worker whom they 
employ. 


The interests of owners and workers are 
identical, but the workers are bewildered. 
They have heard the erroneous statement 
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that two per cent of the people own eighty 
per cent of the National’s wealth. Owner- 
ship and income are completely confused 
in their minds. It is the distribution of 
income that makes our Democracy the best 
way of life the world has ever known. 


The other day we told our boys that dur- 
ing the ten depression years we had paid 
out a hundred million dollars in wages and 
salaries, and that at no time in those years 
was the whole Company worth as much as 
ten million dollars. The wages we pay out 
every year equal the entire value of our 
plant. 


Henry Ford once said to his men: “If I 
gave you this company, it wouldn’t be a 
gift of cash. I’d have to say, ‘Joe, you take 
some bricks; Bill, you take a wheel off the 
machine; John, you carry away a door.’” 


On one occasion I said to a group of our 
workers, “What do you boys want more 
than anything else? Another raise? All 
right, fellows, I want a raise, too. Let’s 
rob the cash drawer. Let’s divide its con- 
tents. But wait a minute. You and I 
want a job tomorrow, and on me rests the 
responsibility of maintaining the financial 
strength of this company, so that we are 
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sure of our jobs.” Job security looms high 
in the worker’s mind, and it is a funda- 
mental part of the Company, just like its 
money assets and equipment. 

In better industrial relations may lie the 
secret of preserving free enterprise in 
America. I don’t think management has 
always been smart in tackling its prob- 
lems. Don’t too many of us say, “I pay 
him well and give him a locker to put his 
clothes in. Why isn’t he happy?” 

I am convinced that what the working 
man thinks about his boss and his Com- 
pany is the key to satisfactory industrial 
relations. It calls for a sales job. Now, 
how do we go about & sales job? The Amer- 
ican manager goes out and looks around at 
the housewife’s wants and studies her likes 
and dislikes. Then he wraps up a package 
of merchandise that will appeal to her. 
Why haven’t we done that with our work- 
ers? In this emotional age that is what 
counts. : 

We must be realistic about postwar prob- 
lems. I am told that the freezing of wages 
and the inefficiencies growing out of the 
war effort will start us off in the postwar 
era in no shape for low cost operation and 
expansion with full employment. Let’s talk 
over our postwar problems. If you want 
to see workers sit up and take notice, get 
them together and discuss postwar employ- 
ment. Say to your workers, “You want 
jobs. What do you do when you want a 
job? You first go looking for an employer, 
don’t you? Then why should we let the 
government tax American employers out of 
business? Isn’t it a curious thing that 
everybody is kicking the employers around 
and yet they are the key to our postwar 
jobs? 

Let’s take care of our own postwar jobs. 
Nobody can guarantee us anything in this 
uncertain age. While the world doesn’t 
owe any man a living, yet it affords every 
industrious man an opportunity to earn a 
living. We’re not going to wait for the 
N.A.M., or the Chamber of Commerce, or 
the Department of Labor, or any other 
Government agency to get a job for us. That 
spirit marks the difference between the 
subjects of a paternalistic state and the 
dignity and self-respeet of free men. 

The time has come for every forward- 
looking industry to appoint a Vice-President 
of Human Relations of equal rank with 
the treasurer, the engineer, and other top 
executives. The time has come for’ the 
big boss himself to make human relations 
his hobby. 
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RETURN TO INTERNATIONAL GOLD STANDARD 
IS IMPERATIVE 


WALTER E. SPAHR 
Professor of Economics, New York University 


Digested from “Alternatives in Post-War International Monetary Standards,” 
Pamphlet No. 7, The Monetary Standards Inquiry 


HE nations of the world can obtain 

an international gold standard by 
setting up an international clearing sys- 
tem in which all national currencies, re- 
gardless of their nature, are cleared at 
their exchange values in terms of gold. 
Or the nations of the world may estab- 
lish an international bank, as proposed 
in the currently-discussed British, U. S. 
Treasury and similar plans, which would 
provide not only an international clear- 
ing house but an international gold unit 
and various banking services. 

If the former mechanism were adopted, 
the international gold standard would 
mean, merely, that gold would be the com- 
mon international standard among nations, 
that their domestic currencies would be ex- 
changed for gold at rates applicable to each 
national currency, and that all interna- 
tional clearings and settlements would be 
made in gold. It would not involve the 
creation of a new international money unit. 
No banking functions would be undertaken; 
the chief purposes would be simply to act 
as an international clearing house, to min- 
imize gold shipments, to keep clearing ac- 
counts, to hold such gold as might be de- 
posited by the various countries to meet 
their adverse balances of payments, and 
to clear all international payments as speed- 
ily and economically as possible. 


Abnormal Functions 


If an international bank were established 
to serve as an international clearing house, 
to engage in banking operations, to estab- 
lish an international monetary unit, peculiar 
to itself but not available for circulation 
within any of the nations, as gold might or 
would circulate under a simple clearing 
system, then the world would have a new 
type of international gold _ standard. 
The activities that the international bank 
would undertake are markedly different 
from those that an international clearing 
house would normally perform. 


An international bank, according to cur- 
rent proposals, would superimpose upon 
the participating nations an international 
money and banking mechanism which would 
raise important and difficult questions of 
outside encroachment upon national political 
sovereignty. Far-flung economic issues, in- 
herent in the conflicts between an interna- 
tional State and a national sovereignty, 
arise. Control over international currency 
(and other) transactions and national mon- 


etary standards by an international bank--»-- 


ing authority, would appear to require an 
amendment to the Constitution of the 
United States. 


Gold Standard Essential 


These difficult, if not insurmountable, 
problems need not arise in connection with 
the establishment of an international clear- 
ing mechanism, with gold as the interna- 
tional money for settling adverse clearing 
balances. Each nation would exercise its 
customary political and economic rights and 
responsibilities in accordance with the com- 
mon concept of national sovereignty. Each 
nation would be responsible for keeping its 
own monetary and fiscal affairs in order 
and pay the penalties for bad management. 
No nation would lend to another what and 
when it did not choose to lend. No inter- 
national body, partly or entirely beyond its 
control, would lend a nation’s funds where 
it did not wish them lent, nor withhold 
funds due it from other nations. Objective 
values, rather than man-made artificial 
values, would predominate. 


Regardless of whether the nations of the 
world attempt to facilitate and simplify in- 
ternational exchanges by the establishment 
of a simple international clearing house or 
an international bank—if the latter can be 
instituted and made to succeed in the face 
of the very complex problems which it 
raises, apparently no important step for- 
ward can be taken successfully unless an 
international gold standard is employed. 
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PLANNED ECONOMY AND PRIVATE ENTERPRISE 


From Feb. 29 New England Letter of First National Bank of Boston. 


LANNING by Government is not a 

new venture. The cornerstone of 
medieval society was unchanging tradi- 
tion. Thousands of pages of rules and 
regulations prescribed prices and wages, 
while minute specifications were provided 
on how things were to be made and how 
crops were to be grown and harvested. 
All work was done in the same manner 
year after year, generation after genera- 
tion. Not only was the status of the in- 
dividual frozen, but the income for each 
group was fixed. The vast majority of 
the people lived on the borderline of desti- 
tution. This system has been referred to 
as “planless compulsion.” It eventually 
degenerated into confusion and anarchy 
as widespread corruption and fraud un- 
dermined the iron-clad regulations. 


The release of creative energy that fol- 
lowed the French Revolution caused pro- 
found and far-reaching social and economic 
changes. It not only provided for a sharp 
increase in living standards, but also for 
social advances undreamed of in earlier 
times. From the dawn of history up to 
1800, the population of the world amounted 
to only around 900,000,000 persons. But for 
the next one hundred and fifteen years the 
population increased to over 1,800,000,000. 
This was made possible by the prodigious 
increase in the food supply, largely as a re- 


This is one of a series of excellent articles on 
the private enterprise system published in this 
bank bulletin. 
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sult of the extensive use of machinery, and 
of the marvelous improvement in medical 
science. 


The so-called “common man” got his first 
real chance under capitalism which emanci- 
pated him from slavery and extreme drudg- 
ery and made it possible for him to have a 
greater variety of food and more comforts 
and conveniences than the royalty of the 
Middle Ages. 


Since around 1800 the amount of goods 
available per person in this country has in- 
creased tenfold, while the average weekly 
working schedule has been cut in half. Ma- 
chines have lightened the burdens of work- 
ers and have greatly increased productivity 
in the factory and on the farm. 


For more than a century the American 
system of private enterprise has operated 
with such comparative smoothness, barring 
temporary dips, that some quarters hold it 
lacks planning and direction. This is a 
superficial observation. In peacetime some 
fifty odd millions of people are gainfully em- 
ployed ‘in factories, shops, farms, and re- 
lated lines to provide for the daily wants 
of more than one hundred and thirty mil- 
lion persons. There is no super-authority 
or over-all blueprint to serve as a guide. 
Yet daily needs are met with comparative 
ease and regularity under the guidance of 
sagacious and vigilant private interests. Our 
system operates on a basis of spontaneous 
and unconscious co-operation brought about 
by the exchange of goods and services, which 
is automatically regulated by prices and 
profits. The driving force behind this me- 
chanism is personal initiative, and plans are 
made in anticipation of consumers’ needs. 
The system provides not only for automatic 
regulation but for constant innovation that 
makes possible unlimited growth if there is 
no undue interference with the mechanism. 


The record of achievement of private en- 
terprise is a challenge to those who now 
advocate a planned economy under Govern- 
ment direction. To adopt a planned econ- 
omy would mean turning our backs on the 
best system that has ever been devised for 
the material and social welfare of a people, 
and reverting to a type that has the ear- 
marks of the medieval system that kept 
mankind under a yoke. 
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LABOR-MANAGEMENT 
PROGRAM 


ERIC A. JOHNSTON 


President, U. S. Chamber of Commerce 


| like to see a pact of non-aggression 
and mutual assistance between man- 
agement and labor. You can’t get rid 
of management and you can’t get rid of 
unionism in a free country. Both are 
social economic facts. The right of labor 
to organize into unions. is the legal right 
of American citizens. 


I admit that we of management might 
become more labor-minded. But I also think 
that you of labor might become more busi- 
ness-minded. 

A basic need of business is profits. With- 
out profits business cannot continue, cannot 
expand, cannot improve. Yet you are al- 
ways running about Washington encourag- 
ing Congress to put the kind of taxes on us 
that would destroy our whole ability to make 
economic progress for America. If we are 
going to meet, we’ve got to meet halfway. 

What about agreeing, more or less rough- 
ly, as follows: 

We of management will try to repress 
monopolistic practices, unfair treatment of 
competitors, and business racketeers. You 
will try to repress monopolistic practices, 
unfair treatment of fellow-workers, and 
labor racketeers. 


We will try to reduce the number of our 
“strikes” which withhold inventions and pro- 
ducts. You will try to reduce the number 
of your strikes which withhold labor and 
service. 

We will try to give you job security and 
basic income security. You will try to give 
a full honest day’s work every day. 


We will recognize you and refrain from 
trying to cripple you with unfair regula- 


tory laws. But you will recognize us and 
refrain from trying to destroy us by unfair 
and ruinous laws. 

The United States can be strong only by 
acts of popular free will. That is why I 
say: 

1. Go ahead and turn this country into a 
continuous brawl, and government will chain 
you both. 

2. Make a better choice. 
and stay free. 


Work together 


From address before the Founders Day celebra- 
tion of Boston University. 
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POST-WAR TAXATION OF CORPORA- 
TIONS AND THEIR STOCKHOLDERS— 


The program for a post-war policy of taxa- 
tion of corporations and their stockholders 
should consist of the following four planks: 


1. The abolition of all corporate taxes, 
with the exception of a very small corpora- 
tion income tax. 


2. The adoption of a new method of tax- 
ing gains and losses on sales of common 
stock, in order to prevent undistributed 
corporate earnings escaping individual in- 
come taxes and to allow the individual stock- 
holder the benefit of the corporate losses. 


3. The reduction of the individual income 
tax rates in the higher brackets. 


4. A reduction in individual income tax 
rates on income from new risky enterprises. 


These four proposals constitute an inte- 
grated program consisting of the substan- 
tial abolition of corporate taxes and the 
changes in our tax laws made necessary . 
thereby. They do not purport to cover the 
entire field of possible changes in our Fed- 
eral income tax laws. Many other impor- 
tant matters have not even been mentioned, 
such as the exemption from Federal income 
taxation of state and municipal bonds issued 
hereafter. When that time comes it would 
be desirable that the program should be 
adopted in its entirety rather than in grad- 
ual steps. Whether that will be possible 
however depends upon the conditions which 
will then exist, such as the extent of our 
Federal debt, the size of our national in- 
come, etc. 

EUSTACE SELIGMAN, 

Philosophical Society. 


before The American | 


GOLD STANDARD—I want to see a real 
gold standard world again, with several 
powerful money-centers competing for gold, 
and holding one another in check. I don’t 
want international monetary cooperation in 
ordinary times. It prolongs unsound ten- 
dencies, as in 1924-29, and then it breaks 
down in crises, as in 1931. I want competi- 
tion in ordinary times, and cooperation only 
in crises—at a stiff rate of interest. I 
have been too close to the centers of wis- 
dom and power in governments and central 
banks to have any belief at all in the ade- 
quacy of their wisdom to do more than rou- 
tine things. The more I see of government- 
al economic policy, the more I trust the 
automatic forces of free markets. The more 
I see of public monetary policy, the more I 
trust gold. 


DR. BENJAMIN M. ANDERSON before the 
Chamber of Commerce of the State of New York. 
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AN INDEPENDENT TAX AUTHORITY 
—Perhaps the surest way of establishing 
an effective post-war tax program would be 
to have Congress create an independent 
agency with full power to investigate all 
forms of tax law—both from the standpoint 
of governmental administration and taxpay- 
er administration. This agency would be 
completely free of Congress and the Bureau 
of Internal Revenue. Its members would 
be appointed either for life, or a long term 
of office, with a sole function to investigate 
and recommend the best type of tax laws 
in the light of what the government must 
have on one hand, and the best interest of 
taxpayers at large on the other hand. Such 
a board or agency should consist of men of 
the highest calibre, chosen so as to repre- 
sent the government and taxpayers. This 
agency to be relied upon to receive the 
recommendations or criticisms of all classes 
and all groups that now try to influence 
Congress in connection with the passage of 
revenue laws. In addition to focusing tax 
policy with a view to obtaining the maxi- 
mum release of economic power within the 
private sector of the economy, as well as 
meeting Federal tax requirements, this 
agency should be entrusted with the prob- 
lem of formulating a workable plan of co- 
ordinating state taxes and unifying them 
from a national point of view. 

J. W. OLIVER, before the Tax Institute Sym- 
posium. 


ECONOMIC STABILIZATION SUM- 
MARY No. 6— 
(Figures in billion dollars except those 


for weekly and hourly earnings) 


Jan. 44 Dec. ’43 Jan. ’43 


Income payments to indivi- 
OS eae Ree 
Salaries and wages ................ 
Cash income from farm mar- 
ketings ‘ assieciapani 

War expenditures ane 
Money in circulation (Wed- 


10.82 
7.72 


12.54 
8.91 


13.47 
9.04 
1.545 1.261 
7.416 


1,697 
6.951 
nesday nearest end of 
Ee eee me 
Checking accounts “(@o. “101 
PN GENEID cecccivccisccccemmces BES 
National debt total . op OOS 
E. F. & G. bonds outstand- 
 — > ene 23.75 
Net sales Ez ¥. & CG. ‘bonds 1.54 -67 
Retail store sales ............ 6.716 
Weekly earnings in manu- 
facturing ..... 
*Straight time hourly « earn- 


20.39 20.43 


33.9 
165.9 


4.953 


*Without allowing for shifts between industries since 
Octcber, 1942. 
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INCOME TAX FOR INFLATION CON- 
TROL—Heavy taxation is a basic method 
for inflation control which (a) reduces 
spendable funds, thus striking directly at 
causes, (b) encourages private loans to Gov- 
ernment by indicating the serious intention 
of Government to control inflation, and (c) 
if applied on a rising scale which the spend- 
ing public believes will continue to rise, 
discourages spending because of anticipa- 
tion of higher taxes. The individual income 
tax is a logical method of inflation control 
because it is based on the chief inflationary 
force, namely, income. It can reach a large 
part of income. Lower bracket incomes es- 
cape the tax in whole or in part but much 
of the spending from such incomes is neces- 
sary and should not be considered inflation- 
ary. 

The income tax reduces both spending and 
saving. It does not introduce any special 
inducement not to spend. It does not re- 
duce expenditures from accumulated saving. 
It permanently removes purchasing power 
and so reduces accumulation of savings in 
the form of Government debts, thus reduc- 
ing the threat of future inflation. 


The individual income tax may cause 
pressure for higher wages but it gives less 
actual reason for acceding to such demands 
than do most other taxes. While high mar- 
ginal ‘rates may discourage overtime work 
and the work of women, the income tax 
avoids reduction in the ability to produce. 
The personal exemptions and credits for de- 
pendents furnish a margin of untaxed in- 
come to take care of the basic necessities 
for maintaining health, strength and secur- 
ity which are the foundations for high pro- 
ductivity in industry. 

Summary of paper by ROY BLOUGH, Director 


of Tax Research, Treasury Department, before the 
Tax Institute, Feb. 1944. 


BLUEPRINT FOR CONVERSION—Re- 
membering that “the war will not really be 
over until our country is reconverted to 
peacetime operations and our returned sol- 
diers re-employed,” C. E. Wilson—president 
of General Motors Corp.—believes it is now 
as appropriate to plan for peace as it was 
for war, without disrupting our fighting ef- 
fectiveness. It is the getting started, pro- 
cessing of plans and some minor moves 
prior to actual war termination that will 
make possible that vitally important first 
ten percent of the new production. With 
this start the volume can be achieved quick- 
ly enough to allow a period of prosperity, 
given laws, regulation and administration 





CAPITAL MANAGEMENT 


which contribute to the potentially greater 
employment and standard of living. 

Mr. Wilson, writing in the New York 
Times Magazine of March 5th, recommends 
as specific steps that the machine-tool in- 
dustry be allowed to obtain material and 
accept orders for bottleneck machines es- 
sential to peacetime tooling-up. This, he 
points out, is practicable as the bulk of war 
tooling has been completed. Further that 
decision be reached between government 
and industry as to disposal of its machine 
tools and facilities now in use, and as to 
which will be available for purchase. These 
answers will provide “the key to the whole 
employment question,” if “we do not have 
to mark time while auditors review hun- 
dreds of millions of dollars worth of in- 
ventories ...” The third phase of recon- 
version, according to Mr. Wilson, is expan- 
sion of productive facilities, modernizing of 
plants and bettering of working conditions. 


Thereby Hangs an Economic 
Tale 


HE editors of Saturday Evening 

Post have hatched a most ingenious 
theory about Homo Economicus—one 
which deserves a good deal of looking in- 
to. They admit to off-hour rumination 
to eke out grave little fancies about 
things cosmic, but in commenting on 
John Crider’s article in their February 
26th issue reach a devastating conclusion 
about the spend-your-way-to-glory schol- 
ars. It is that “the so-called science of 
economics is still gibbering around in the 
treetops, hanging by its tail and break- 
ing open another coconut whenever it is 
hungry.” 

“We look forward to a more or less order- 
ly day—wmillennia hence,” they wistfully 
opine, “when economics, having come down 
to earth, and embraced monogamy, begins 
to arrange in its museums of economic 
paleontology the bones and fossils of speci- 
mens of earlier eras. We like to think of 
the wild excitement on those eager student 
faces, the day the news breaks that exca- 
vators have found, near the site where a 
Harvard University is believed to have once 
stood, a mess of fossils which are indubit- 
ebly those of the long-sought and hitherto 
undiscovered specimen known as the New 
Teal Economist (circa Twentieth Century). 
We hope the excavators hit the jackpot and 


349 


turn up a_ perfect specimen—the fossil 
remains, say, of Dr. Seymour E. Harris, of 
Harvard. 

“Now, this old fellow,” we can imagine 
the professor of that distant time saying 
to his pupils, as he fondly runs his finger 
over one of Dr. Harris’ excellently pre- 
served tibiae—“now, this old fellow, legend 
says, held the theory that four trillion dol- 
lars would not be an excessive national 
debt, provided the nation’s income were 
sufficiently great.” A prickly little current 
of awe runs through the group. 

“What was four trillion dollars, profes- 
sor?” one of the bright-eyed students will 
ask. 

“It wasn’t—it never was,” the professor 
will say fondly. “It was a dream debt— 
the dream of an old fossil.” He will stroke 
Doctor Harris’ tibia caressingly. “But what 
a fossil! What a magnificent old ——” 

This being the open season for nomina- 
tions, your own editor would like to con- 
jure up a really rare petrified grouping of 
the Four Horsemen of the Economic Apoc- 
alypse: Adolph Berle, Stuart Chase, James 
B. Conant and Alvin Hansen, whose dis- 
covery by the millennia-men would settle 
once and for all the fact that the real 
Garden of Eden was planned on the banks. 
of the Charles River (close by Cambridge), 
executed on the banks of the Potomac, and 
incarcerated on the banks of the Stix. The 
paleontologist who came across such bones 
would surely shed a tear for the inhabitants 
of such a predatory and benighted land. 


AEX 
oR 
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POST-WAR CONTROLS—Even though 
we may succeed in resuming peacetime pro- 
duction rapidly, there will still be a period 
of heavy inflationary pressures due to the 
desire of consumers to satisfy their deferred 
demands, and the requirements of business 
for supplies to take care of deferred main- 
tenance and improvements and to restock 
inventories. Heavy export demands will 
also continue. It is most important that 
prices be held from the outset and that the 
public be confident of this policy. We must 
give assurance to the millions of bondhold- 
ers that they will not lose by delaying their 
purchases until ample supplies are again 
available. If wartime savings are used grad- 
ually after industry has returned to a peace- 
time basis, they can contribute greatly to 
the maintenance of prosperity. But if spent 
too rapidly, the savings would be dissipated 
in higher prices and would undermine the 
foundations of the economy. 


There can be no doubt, therefore, that 
inflation controls should be maintained dur- 
ing this transition period. Continued ra- 
tioning and price controls will be needed in 
the domestic market, and licensing control 
of exports should be retained. Wartime 
taxes should be kept up, including the ex- 


cess profits tax, although it may be desir- 
able to reduce the present 95 per cent rate 
to, say, 75 per cent, in order to encourage 
efficiency, economy and increased produc- 


tion. The drastic reduction of expenditures 
which will take place will not justify a pre- 
mature reduction of taxes. On the contrary, 
every attempt should be made to bring about 
a balanced budget at the earliest possible 
date after the war. It is unlikely that the 
public will be absorbing additional Govern- 
ment securities during that period, but will 
be tending to sell on balance some of its 
holdings. Unless the budget is balanced, 
the banks would not only have to absorb 
possible sales by nonbank holders, but would 
also have to absorb the new issues needed 
to finance the deficit, thus aggravating the 
inflationary situation by further increasing 
the already excessive supply of money. A 
balanced budget, on the other hand, will en- 
courage the owners of Government bonds 
to retain their holdings because it will as- 
sure them that the purchasing power of 
their money, invested in bonds, will be pre- 
served. 


MARRINER S. ECCLES, Chairman, Board of 
Governors of the Federal Reserve System. Before 
the Tax Institute Symposium, Feb. 1944. 
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THE SAVING HABIT—The past year 
has witnessed further satisfactory progress 
in national savings, and it may be hoped 
that the saving habit, once begun, will con- 
tinue in times of peace and not gradually 
fade away. The temptation to ease off will 
arise as the stress of war diminishes, while 
the need for saving will increase rather 
than decline in face of the necessity for re- 
building the nation’s capital resources. 


It is probably not recognized how greatly 
we have benefited in recent years from the 
vast reserves of capital which were accumu- 
lated in days gone by, and it is, therefore, 
no exaggeration to say that without these 
great capital reserves the task of financing 
the war would have been well-nigh impos- 
sible. 


COLIN FREDERICK CAMPBELL, 
National Provincial Bank Ltd., London. 


chairman, 


CANADIAN WAR FINANCE —In keep- 
ing with the change in production and ex- 
penditure of materials, there has been an 
enormous growth in Dominion Government 
financing. It is not generally realized to 
what extent Canada is paying her way in 
this war as compared with the first world 
war. The cost of the 1914-1918 war for six 
years, which covers the period of demobiliza- 
tion, was $1,670 million, and only $1,121 
million*was raised in taxes. In this war, 
the cost to March, 1944, has been $10,824 
million, with $7,300 million raised by taxa- 
tion. This short table will bring home the 
magnitude of the total financing achieve- 
ment of the Canadian people out of cur- 
rent income: 


Individual Corporation Excess Profits 
Income Tax Income Tax Tax 
(Thousands of dollars) 


$825,000 $300,000 $550,000 

296,139 185,836 135,168 
45,407 77,920 nil 
24,793 34,629 nil 
7,973 1,377 nil 


Fiscal Year 


1943-44 
1941-42 
1939-40 
1928-29 
1918-19 


During the past year the government 
raised $2,692 million in two Victory Loans, 
bringing the total cash raised in public war 
loans to $5,919 million. The chartered banks 
do not subscribe to these public loans, but 
take up slack by short-term financing at 
very low rates of interest which barely re- 
pay the banks for the cost of bookkeeping. 
The interest rate on government borrowing 
averages 2.6 per cent, compared with 5.1 per 
cent at the end of the first world war. 


Letter of The Royal Bank of Canada, February 1944 
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Manufacturers 
Trust Company 


Principal Office: 
55 Broad Street, New York City 





FROM STATEMENT OF CONDITION 
MARCH 31, 1944 


Capital. . . . . ~~ . $ 41,008,360.C0 
Surplus and Undivided Profits 48,703,589.94 
Deposits . . . «+ « « J962,527,324.32 


Resources. . .. . .- + 1,665,581,402.44 


‘Tie facilities of Manufacturers Trust Compary 


are available to correspondent banks for the 


handling of notes, drafts and collections . . . the 





safe-keeping of securities for the account of 
correspondents . . . investment advisory service 


...and many other helpful services. 





Member Federal Deposit Insurance Corporation 
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WHY TAXATION IS MUDDLED 


Editorial 


HERE is deep significance in the 

recent dissent by Associate Justices 
Roberts and Frankfurter of the Supreme 
Court, in which they stated, with hand- 
some restraint, “The tendency to disre- 
gard precedents has become so strong in 
this court of late as . .. to shake con- 
fidence in the consistency of decis- 
ions...,’ with the result that “the law 
becomes not a chart to govern conduct 
but a game of chance.” 

Add to this the tax laws, regulations 
and reversals which have kept taxpayers 
—corporate, individual and fiduciary—in 
a state of suspended perplexity, abetted 
by the legalistic monstrosities that often 
result from “loop-hole closing,” and you 
have what euphoniously is called a tax 
“system.” What Mark Twain said about 
the weather goes double for federal tax- 
ation, with both as changeable and un- 
predictable. This is not only bothersome, 
it is extremely dangerous. 

In the first place, the preparation, ad- 
ministration and conforming to tax re- 
quirements are taking up a large amount 
of manpower, often at the expense of 
productive activity and of the taxable es- 
tate itself. Shifting tax sands are poor 
bases for building businesses or making 
plans, either for industry or individuals. 
Costs are up all round: in government, 
as in business and other taxpaying cir- 
cles, and as complication is heaped on top 
of complication antagonism is generated, 
and injustices aggravated. It is no easy 
thing to write a simple and fair tax bill 


or legislate such a system. It is impos- 
sible to create a perfect one. 

But that is no excuse for making mat- 
ters worse by abusing the purposes of 
taxation and using them as subterfuges 
for political or reform ends. There could 
be relative stability and consistency if 
sound bases, such as those recently pro- 
posed by Mr. Willkie, were established 
and changes in revenue needs met 
through changes in rates. Why is this 
not the fact? 


HERE are many subsidiary reasons, 

but probably by far the most impor- 
tant explanation lies in the field of poli- 
tical philosophy. There is an ever-pres- 
ent fluctuation in public opinion—or in 
intent of political leaders—between the 
two poles of communism and _ laissez- 
faireism. Taxation has become thought 
of as not so much a matter of fiscal policy 
as of social philosophy, with recent, and 
openly avowed, emphasis on such uses as 
“redistribution of wealth,” elimination 
of “privilege,” or elimination of profits. 
If revenue raising were the primary ob- 
jective the impact of taxes would not be 
directed at that small number of voters 
referred to as “the greedy” but to all the 
nouveau riche of war. 

Thus do we see those special, extra or 
acutely progressive taxes levied on one 
“class” in times when socialistic philoso- 
phy has the upper hand—supported by 
court interpretations that are consistent 
only in carrying out the punitive intent 
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—and in more conservative periods not 
only a reversal of policy in court and 
bureau but fundamental changes in law. 
The Supreme Court, historically guard- 
ian of basic rights and stabilizer of emo- 
tional swings in public psychology, has 
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not provided the balance-wheel, and it is 
now up to practical fiscal and financial 
experts to educate the voting public in 
basic truths of taxation if we are to have 
anything but wild gyrations and confus- 
ion in our tax “policy.” 


EMPLOYEE SUGGESTIONS 


For Operating and Manpower Efficiency 


Editorial 


EW business techniques have proven 

as mutually satisfactory to execu- 
tives and employees, or resulted in such 
a variety of improvements in operating 
procedures as has the Employee Sug- 
gestion System plan. Just to take one of 
the hundreds of companies which have 
adopted such a plan, General Motors re- 
ports that during 1943 about 125,000 
suggestions were submitted by employ- 
ees, of which “more than 25,000 were 
found practical and have been put to 
work in war production, winning for 
their contributors awards in war bonds 
and stamps totaling $954,000.” That is 
not hay, even for GM; it must be good 
business. And 111 employees have re- 
ceived the top award of $1,000 war 
bonds. 

That this idea is practical for trust 
institutions is evident from the experi- 
ence of The Northern Trust Company 
of Chicago—as described in an article 
in this issue—and needs only wider ap- 
plication throughout the country. Sav- 
ings of time are so imperative these days, 
especially in repetitive operations, and 
manpower difficulties are soing to get 
worse before they get better, that the 
alternative is largely a greater efficiency 
of the present staff. For example, short- 
form reports to beneficiaries, and where 
agreeable less frequent remittances, can 
effect saving of time of several people. 
And from the viewpoint of the employee, 
it is a very real incentive to learning 
and taking responsibility to have it 
known that ideas (properly sifted by the 
committee or department heads) are 
both welcome and remunerative. 


Whether such a plan would develop 
into a more rounded organization sim- 
ilar to the Junior Advisory Boards in 
operation at the Equitable Trust com- 
panies of Baltimore and Wilmington will 
depend considerably on the desires and 
objectives of management and employees, 
and the formality required. The point 
is to get into production with a definite 
program by which operating economies 
can be effected beginning immediately. 


Along with the internal procedures it 
is quite possible that useful recommen- 
dations can be forthcoming with respect 
to common trust fund organization (or 
where already established, to its admin- 
istration), as well as to perfection of 
the “preferred list” for investments. As 
these systems become operative in a 
number of banks in the community, 
joint study might evolve methods of co- 
operative investment research, such as 
the Railroad Security Research Bureau, 
or the Corporate Real Estate Association 
for management of properties of Phila- 
delphia banks and trust companies. 


OUR MYTHICAL NEW SAVINGS :—The 
author of this article raises a number of 
interesting questions concerning the huge 
volume of savings accumulated during the 
past few years. He notes: “We own bil- 
lions of savings—true. But the hard fact is 
that we also owe multi-billions of debt. We 
cannot afford to be casual about our mam- 
moth federal debt. It will dominate our 
business, our finance, our every day lives 
in the years to come.” 

Barrons, March 6, 1944 
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Post-War Plans of Service-Men 


The country’s political and economic 
leaders may well heed the viewpoint of men 
in service as revealed in a survey conducted 
by the United States Junior Chamber of 
Commerce and reported in the magazine 
Future. Based on inquiries among men in 
all ranks up to colonel, the following are 
some of the results (in percentage) : 


Yes No 
After the war, do you expect to 
return to'the job you left when 
you entered the armed service? 52 48 


At the end of the war, would you 
like some kind of vocational 
training before taking over a 
sn 365: ) 


(a) If you think “Yes,” what 
kind of training? (Most 
frequently mentioned were: 
Engineering, Law, Business 
Administration, Personnel 
Administration, Sales Man- 
agement, Medicine, College 
Post-Graduate.) 


After the war, would you like to 
invest money in some kind of 
enterprise for yourself? _..... 58 42 


After the war, should government 
exercise control over the distri- 
bution of the labor force: that 
is, help decide the jobs to be 
filled by men and women, and 
| oa are 


After the war, should government 
undertake an expanded pro- 
gram of public projects to ab- 
sorb workers: e. g., housing, 
highways, etc.? : 


In what occupation do you think 

will be the greatest employment 
opportunities after the war? 
Name one or two. 
(Mentioned most often were: 
Plastic, ‘Transportation, Air- 
plane Manufacturing, Construc- 
tion, Dehydrated Foods, Auto- 
mobile Manufacturing, Elec- 
tronics, Clothing, Public Works, 
Housing Light Metals, Govern- 
ment.) 


In peacetime, would you favor un- 
employment compensation for 
everybody, in all lines of work? 


In peacetime, would you favor 
government subsidy of families 
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Yes No 
with low incomes, for foods, 
clothing and household needs? 37 63 


Should the government control the 
amount of farm production? _.__ 39 _~—s 61 


Should the government exercise 
any control — through financial 
aid or otherwise — over the 
plants and equipment of basic 
industries, such as steel, food, 
clothing, etc.? _______. 


GSB Annual Reunion 


With many familiar faces missing from 
the roll-call, while answering reveille in 
the armed services, the seventh annual re- 
union of the Graduate School of Banking 
alumni attracted 240 members and faculty 
at the April 1st meeting in New York. 
Two-hour forum sessions in commercial 
banking, savings management and trusts 
provided good “orientation” courses, the 
latter forum being presided over by Herbert 
Croft of the First National of Jersey City, 
with more than 25 in attendance to hear 
Gilbert Stephenson and Prof. Austin Scott. 


Speaking of the need to emphasize the 
living services of trusteeship, particularly 
investment management—from which the 
estate will generally come into the bank 
with the appropriate follow-through—Mr. 
Stephenson cited the popular association of 
the trust and mortuary businesses as a 
handicap. Some lawyers, however, feel that 
this cuts them out of probate work, and 
rather than spend effort on competitive op- 
position, it would be wiser to promote un- 
derstanding of the field for common busi- 
ness development. In obtaining the right 
attitude on the part of lawyers, he urged 
closer contacts with the professors of law, 
at the same time that advertising is made 
more informative as to family uses instead 
of promotional solicitation. 


Professor Scott outlined the conditions 
under which validity of living trusts might 
fail due to reservations of powers to settlor 
or beneficiary, and the danger of creating 
an agency rather than trust position. In 
his opinion the recent Massachusetts case 
of National Shawmut Bank v. Joy (re- 
ported in March 1944 Trusts and Estates 
219) is precedential and will have very 
wide effect in establishing the lines of 
testamentary disposition through contrac- 
tual trusts. 
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CREATING EMPLOYEE ESTATES 


HE estate of an employee, whether 
his position be that of clerk or presi- 
dent, must be created out of his personal 
earnings (except as to the comparatively 
few recipients of inheritances and invest- 
ment or speculative profits). This estate 
is designed to care for the employee in 
the event of unemployment, disability and 
old age, and to provide for his family 
after his death. 
The employee can create an estate for 
himself through taking all his compensa- 
tion in the form of current salary and 


TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst & Consultant, New York City 








CURRENT SALARY VS. DEFERRED TRUST 


saving the necessary part of it over the 
years; or the employer can do it for the 
employee by currently depositing part of 
the employee’s compensation in a trust. 
These methods may be used in combina- 
tion but for purposes of clarity let us 
play one against the other. The follow- 
ing table, dealing with retirement income 
alone, projects this comparison—which 
demonstrates that employee estates must 
be created through a segregation of a 
part of compensation under a qualifying 
trust that furnishes adequate protection 
against the abovementioned hazards. 


Comparative Illustration of the Position of an Employee Receiving a 





Salary 10% Increase Applicable 
of Paid In Income Tax 
Employee Cash Or Rate On Amount* 
Prior to Deposited In Of Increase 
Receiving Trust’ If Paid If Deposited 
Increase (Per Annum) In Cash In Trust’ 


3,000 300 25% 0 
5,000 500 29% 0 
10,000 1,000 37% 0 
25,000 2,500 61% 0 
0 


50,000 5,000 17% 


10% Increase in Compensation 














Annual Pension Income 
Provided to Employee 
From Age 65° 


Net Value of 
Increase To 
Employee® 
(Per Annum) From Current From De- 

If Paid If Deposited Tax Depleted ferred Intact 
In Cash‘ In Trust* Increase® Increase’ 








225 300 563 750 
355 500 887 - 1,250 
630 1,000 1,575 2,500 
975 2,500 2,438 6,250 
1,150 5,00€ 2,875 12,500 


Assuming approval under tax and salary stabilization laws. 
“Using tax rates in effect in 1943, taking the exemption of a married individual, and without allowance for 


deductions. 


*To be accumulated to provide life income from retirement age. 


‘Available to employee for current spending or saving. 


‘Based on assumption that an annual depcsit equalling 10% of salary, not depleted by current income tax, 
will provide employee a pension income of 25% of his salary from retirement age. 

°To accomplish this result employee must ccnserve the full net amount of his salary increase, without 
spending cr loss, until he reaches age 65, and then be able to buy a life annuity at rates as favorable as 


are in effect today. 


‘This result may be guaranteed from the date the plan is adopted. 


‘Trust must cover a qualifying group of employees, it cannot be used for any isolated individual. 





EFFECT OF ESTATE TAX ON 
LIFE INSURANCE 


66 HY should I buy life insurance 

when it will be taxed itself on 
top of my estate?” This question—fre- 
quently asked these days—is too often 
answered incorrectly. To best illustrate 





the proper answer let us consider a case 
where the insurance falls in a high es- 
tate tax bracket. 

The individual in question owns in- 
vestments totalling $2,000,000. Follow- 
ing are the combined Federal and New 
York estate tax rates applicable to the 
top portion of his estate—and to an in- 
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creased amount over the $2,000,000 if he 
adds life insurance: 


47.8% on $1,600,000 to $2,060,000 
51% on $2,060,000 to $2,560,000 
55.2% on $2,560,000 to $3,060,000 


Practically all his assets are of the 
“frozen” type that cannot readily be liq- 
uidated to raise cash. Upon his death his 
executors will require about $800,000 in 
cash to pay estate taxes, expenses and 
other obligations. This individual asks 
the question, “Why should I... ?” What 
is the answer? 

First and foremost, one basic fact 
must be acknowledged if this subject is 
to receive accurate analysis: premiums 
paid on a life insurance policy represent 
an investment out of capital, not an ex- 
pense out of income. Capital dollars are 
invested today to buy capital dollars un- 
der a delivery schedule that may be 
roughly stated as % on call, and % at 
death (cash surrender values run from 
55% of the total net premiums paid by 
the 5th year, to 72% the 20th year.) To 
the extent of the cash surrender value 
the insured has made only a conversion of 
capital from outside investments to capi- 
tal in the policy, and to that extent he 
has not increased his taxable estate. 
Furthermore, he decreases his outside 
estate by the other % of the premiums 
not credited to cash value but applied to 
the cost of insurance actually at risk. 
Therefore, the only addition to his 
$2,000,000 taxable estate through the 
purchase of $800,000 life insurance, is 
the difference between the total pre- 
miums paid and the face amount of the 
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policy, for if he had not invested capital 
in the insurance, his taxable estate wouid 
have remained at the original $2,000,009. 


Assume this man to be 42. He will 
pay a first year gross premium of $26,544 
for $800,000 ordinary life insurance. The 
position of himself if living, or of his 
estate if he dies, as of the end of the Ist 
and 20th years is shown in the following 
tables: 

Estate 


Position (if 
Insured Dies) 


Living 
Position 

Original capital—prior to 

purchase of life insur- 
2,000,000 

End of ist Year 
Outside assets (after 
paying premium of 
$26,544) ceded 
Cash value of policy .. 


1,973,456 1,973,456 

0 800,000 
Total Capital -........... 1,973,456 
Increase or decrease 

from original $2,000,- 

ee 26,544(D) 
Estate tax on increase 


2,773,456 


773,456 (1) 
401,507 


Net profit to estate, 
after taxes ........ 371,949 


End of 20th Year 


Outside assets, (after 

paying net premiums 

totaling $452,360) .... 1,547,640 
Cash value of policy .. 325,240 


1,547,640 

800,000 
Total Capital .. 1,872,880 2,347,640 
Increase or decrease 

from original $2,000,- 

RNS .-. 127,120(D) 


ae, 347,640(I) 
Estate tax on increase 


175,376 


Net profit to 
after taxes 


estate, 
172,264 

Thus, if the insured dies the first year, 
his estate has a net profit of $371,949, 
after taxes and after having recaptured 
the $26,544 paid in premiums. If he is 
still living at the end of this year, and 
drops the policy, the total capital cost 
to him is $26,544—but this is the cost 
only while he is living, for at his subse- 
quent. death the net cost to his estate is 
only about $13,272, for approximately 
one-half of this sum, if it had not been 
used up in this manner, would have gone 
in estate taxes anyway. (But who would 
buy such a policy to carry only one 
year?) 


If the insured dies the 20th year, his 
estate has a net profit of $172,264, after 
taxes and after having recaptured $452,- 
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360 total net premiums paid during the 
20 years. If he is still living that year 
and drops the policy, the total capital 
cost to him would be $127,120—but this 
is the cost only while he is living, for at 
his subsequent death, the net cost to his 
estate is only about $63,560, for approxi- 
mately one-half of this sum, if it had not 
been used up in this manner, would have 
gone in estate taxes anyway. This is in- 
deed a nominal cost for 20 years’ protec- 
tion that could have meant a clear net 
profit to his estate of from $371,949 the 
first year graduating down to $172,264 
the 20th year. 

While this individual would also be 
giving up the earning power of the ac- 
cumulative amount of the capital he had 
invested in the policy, this becomes 
rather meaningless in light of the income 
tax on this additional income if he had 
received it (90% in our case). Also over- 
looked is the fact that the full cash value 
reserve of the policy earns 3% interest— 
not subject to current income tax—which 
actually pays a good part of the cost of 
the insurance at risk and is one of the 
principal reasons for this “bargain.” 

It is true that if the insured dies the 
20th year, his estate requires about 
$975,000 in cash—$800,000 taxes, etc. on 
the original $2,000,000 estate, plus $175,- 
000 tax on the gross increase derived 
through the insurance. But his execu- 
tors are assured of $800,000 in cash, the 
face amount of the policy, and the estate 
owner has kept his estate liquid. 


Where the wife or children of the in- 
sured have independent property, the es- 
tate tax on the insurance proceeds could 
be eliminated entirely at the death of the 
insured by their owning and paying for 
the insurance from the date of issuance. 
However, if the insured must pay the pre- 
miums, directly or indirectly, the fore- 
going analysis offers evidence that life 
insurance can be profitably purchased by 
the insured in spite of the application of 
the estate tax. 


Henry S. Koster, author of our regular 
column “Trends in Estate Planning,” ad- 
dressed the Philadelphia Life Insurance and 
Trust Council on April 5. 
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NEW INSTITUTE ON ESTATE 
PLANNING 


Shattuck Lectures to Lawyers, 
Underwriters, Trustmen 


NOTEWORTHY development is tak- 
place in Boston where a series of 
lectures is being given on “The Creation 


of Estate Plans,” with the audience com- _ 


posed of lawyers, life underwriters and 
trust men. 
Sponsored by 
the Boston 
Chapter of 
Charter- 
ed Life Un- 
derwriters, 
the lectures 
are delivered 


versity Law 
School by 
Mayo A. Shat- 
tuck, presi- 
dent of the 
Massachu- 
setts Bar As- 
sociation and outstanding authority in 
the field of trusts and estate planning. 





MAYO A. SHATTUCK 


The lectures, announcement of which 
was sent to 2,400 members of the Massa- 
chusetts and Boston Bar Associations, 
members of the local Life Insurance and 
Trust Council and every General Agent 
in the State, began on March 21 and will 
continue each Tuesday late afternoon 
through May 9. The subjects inc'ude 
taxation, business insurance trusts, re- 
vocable and irrevocable trusts, relative 
merits of optional modes of settlement 
and life insurance trusts, wills and test- 
amentary trusts, function of life insur- 
ance and annuities in estate planning. 
The series will close with a panel discus- 
sion in which prominent figures in the 
field will participate with Mr. Shat- 
tuck. About 300 are attending, includ- 
ing 150 attorneys, 100 underwriters and 
50 trust men. 


Printed copies of the lectures, at $10 
for the set, may be obtained from Basil 
S. Collins, president of the C. L. U. 


at Boston Uni- - 
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Chapter and assistant vice president of 
Old Colony Trust Co. In opening the 
course, Mr. Collins remarked: 

“T believe that this series has brought 
together for the first time lawyers, life 
underwriters and trust officers to pur- 
sue in common the study of a subject in 
which each group is vitally interested 
and in which all three co-operatively 
may serve the public to the fullest ex- 
tent. I should not be surprised if this 
were the beginning of an annual institute 
of study attended by these groups. It 
is not beyond the realm of possibility 
that a small faculty may be created to 
carry on in the years to come.” 


0 
New Life Insurance Again Up 


New life insurance for February was 
13.9% more than for February of last year, 
according to The Association of Life Insur- 
ance Presidents. This represents 39 United 
States companies having 81 per cent of the 
total life insurance outstanding in United 
States legal reserve companies. For the 
first two months of this year, new business 
increased 23.6%. 
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Trust Statistics 


Trust Department earnings of Illinois 
State Banks for 1943 were $3,555,576, com- 
pared with $3,296,807 for the previous year, 
according to a review issued by the State 
Auditor of Public Accounts Arthur C. 
Lueder. The survey of operating results 
covered 478 banks but there is no indication 
of how many of these have trust depart- 
ments. 


Eight trust companies (excluding na- 
tional banks) in Nebraska were, as of June 
30, 19438, administering trust funds totalling 
$14,239,648.50, according to the recent re- 
port of the State Department of Banking. 
Of this sum, the First Trust Company of 
Lincoln held $11,967,655.88. No other insti- 
tution approached $1,000,000. 


Trust department earnings of banks in 
the second Federal Reserve District aver- 
aged 3.7% of total earnings for 1943, ac- 
cording to the recent analysis of operating 
ratios made by the New York F. R. B. 
The figure for 1942 was 3.8%. 


Trust department earnings of banks in 
the Third District (Philadelphia) were 5.8% 
of how many have trust departments. 


Cisinwe Fiduciary 


The Trus* Department of this bank is a complete 


and fully integrated organization equipped in every 


way to co-operate with the attorneys and Trust 


Companies of other states in matters requiring the 


services of a Chicago fiduciary. 


AMERICAN NATIONAL BANK 


AND TRUST COMPANY 
OF CHICAGO 


LA SALLE STREET 
—___ <i 
Member Federal Deposit “=m 


roy 


so, AT WASHINGTON 
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Where There’s A Will... 


RVIN S. COBB, the noted humorist, 

named the Chemical Bank and Trust 
Co. of New York, his wife and a friend 
as co-executors and co-trustees under his 
will. The opening paragraphs of the 
document contain requests for simple 
burial rites and omission of mourning at- 
tire, similar to the detailed instructions 
which Mr. Cobb included in the letter 
widely published after his death last 
month. 

The will bequeathes Mr. Cobb’s library 
to the Paducah (Ky.) Public Library, 
and his original manuscripts to Mrs. 
Cobb. Five-sixths of the residue is left 
in trust to pay the income to Mrs. Cobb 
for life, and upon her death $25,000 is 
to be paid to their daughter and the re- 
mainder retained in trust for her benefit, 
with the principal payable to her chil- 
dren upon her death. The other one- 
sixth is left in trust for Mr. Cobb’s 
sister. His brother is excluded from 


the will because “I have contributed to- 
ward his support for many years, and I 


feel that as brother to brother I have 
done my share.” ... 
% * * 


In a very detailed and carefully drawn 
will, Malcolm G. Gibbs, head of Peo- 
ples Drug Stores, Washington, D. C., 
chain, created several trusts out of his 
substantial estate, naming the American 
Security & Trust Co. as co-executor and 
co-trustee with broad powers of admin- 
istration. One is of $1,000,000 to pay the 
income, and so much of the principal as 
the trustees deem necessary, to the 
testator’s son. The executors are di- 
rected to pay the son $2,000 per month 
until this trust is set up. Upon the son’s 
death, the principal is to be divided into 
separate trusts for each of his children 
(and their issue). As to these and other 
trusts, any discretion granted by the will 
is to be exercised by the then chief trust 
officer of the Trust Company. Recog- 
nizing the loyalty of those who assisted 
him in building up the drug stores, Mr. 
Gibbs placed 22,000 shares of company 
stock in trust for the benefit of 18 indi- 
viduals and their families... 


The international machinery of the 
United Nations has set in motion a 
world-wide search for some Polish refu- 
gees who are the beneficiaries of the 
bulk of the $1,500,000 estate left by their 
kinsman, Jacob Epstein, a junkman. The 
Colonial Trust Co. of Waterbury, Conn., 
as executor, is coordinating the hunt... 
William D. Lippincott, former Common 
Pleas Judge and president of the New 
Jersey Bar Association, appointed the 
Burlington County Trust Co. of Moores- 
town as co-executor and co-trustee under 
his will . . . Samuel S. Fleisher, retired 
manufacturer who two decades ago re- 
ceived the Edward Bok prize of a gold 
medal and $10,000 as the citizen “ad- 
vancing the best and largest interest of 
Philadelphia,” named the Northern , 
Trust Co. of that city as co-executor of 
his will .. . Samuel D. McComb, a leader 
in the marine insurance field, appointed 
The First National Bank & Trust Co. 
of Bridgeport, Conn., executor and trus- 
tee of his will... 


* * * 


ECOGNIZING the possibility that 

his estate might not be adequate to 
provide the desired income for his prin- 
cipal beneficiary, William J. Filbert, sen- 
ior director and former chairman of the 
finance committee of the United States 
Steel Corporation, made alternative be- 
quests in his will depending upon the size 
of his estate. He provided that if the 
net estate, after payment of taxes and 
expenses and distribution of personal ef- 
fects and certain real estate, is at least 
$800,000, then two sisters and a brother 
are each to receive $10,000. If it is be- 
tween $300,000 and $800,000, these lega- 
cies are to be reduced 30%, and if less 
than $300,000 they are to abate entirely. 
The residue of the estate is left in trust 
to pay the income to Mr. Filbert’s widow 
for life, with a stipulation that if the in- 
come in any one year is less than $25,000 
the trustee shall make up the difference 
from principal, the maximum withdrawal 
in any such year, however, to be $10,000. 
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The Irving Trust Company of New York 
is named in the will as sole executor and 
trustee upon condition that it accept as 
full compensation the amount previously 
agreed upon by the Trust Company and 
Mr. Filbert. The Trust Company has so 
accepted. Had it not, the will provided 
that the Surrogate’s Court select another 
trust company in New York City “of 
good standing and credit” willing to act 
on the same basis . 


* * * 


The $400,000 trust which Mrs. George 
Bernard Shaw left for a foundation “to 
teach the Irish manners” is to be ad- 
ministered by the National City Bank 
Ltd. of Dublin . . . Income from $60,000 
and his real estate is left to Amherst 
College by Everett A. White of Bermuda 
to promote and generally further the 
game of golf among the students and 
faculty of the college ... Prime Minister 
Churchill receives a bequest of $80,000 
under the will of Sir Henry Strakosch, 





KENDE GALLERIES 
at GIMBEL BROTHERS 


33rd Street & Broadway 
New York, N. Y. 


SALES at PUBLIC AUCTION 
for ESTATES 


The Kende Galleries offer unparalleled 
facilities for selling estates. Sales at 
public auction may be held either in 
the Galleries’ spacious rooms on the 
llth Floor of Gimbel Brothers, or at the 
famous Jay Gould mansion, 579 Fifth 
Avenue, at 47th Street. Cash advances 
on properties for estates in need of ad- 
ministration expenses or taxes will be 
made. All sales are given unusually 
large coverage in newspapers and 
magazines. Write or phone for infor- 
mation about the additional advantages 
offered by the Kende Galleries, 
Pe. 6-5185. 
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London banker and economist, whose 
estate is value at $9,818,000, one of the 
largest in recent British history. 


* * * 


rq XEN employees of Ernest W. Gruend- 

ler, prominent hide dealer of Houston, 
receive bequests totalling $64,500 out of 
an estate estimated at more than 
$1,000,000. Twelve relatives are given 
$122,500. Four trusts, the largest of 
which is of $100,000, are created with 
Houston Land & Trust Co. as trustee. 
The trust company is also nominated as 
executor . .. Prof. R. H. Chittenden, 
noted Yale scientist, designated the Un- 
ion & New Haven (Conn.) Trust Co. as 
executor of his will... James S. Joyce, 
lumberman and third husband of Peggy 
Hopkins Joyce, left his entire estate 
exceeding $4,000,000 to his niece, Mrs. 
Beatrice Richardson. Neither Peggy nor 
the second Mrs. Joyce is benefited under 
the will, which named Continental Illi- 
nois National Bank & Trust Co. of Chi- 
cago as executor... James A. Still- 
man, who resigned as president and 
chairman of the board of the National 
City Bank of New York in 1921 due to 
domestic difficulties, left a bequest of 
$300,000 to a friend, Bernard E. Smith. 
The residue goes to three sons. Three 
individuals are named as executors... 


Wills Up 15% 


The officers of the bank have made a 
particular effort this year to call to the at- 
tention of our customers the various trust 
services we render and as a result of this 
activity there has been an increase of fifteen 
per cent in the number of wills filed in 
which the bank has been named as executor 
and trustee. 


W. J. WALLER, Pres., Hamilton National Bank, 
Wash. D. C., in annual report to stockholders. 


0. 


The New York State Bankers Associa- 
tion, official organization of the State’s 700 
commercial banks, will not hold its annual 
convention for 1944, to avoid interfering 
with essential travel and necessary wartime 
activities. 
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ALABAMA 


Anniston—W. W. Weaver has been pro- 
moted to vice president and trust officer of 
the FIRST NATIONAL BANK; W. H. 
Brown named assistant vice president and 
assistant trust officer. 


CALIFORNIA 






San Francisco—Louis Ferrari, vice pres- 
ident and counsel of the BANK OF AMER- 
ICA N. T. & S. A., has retired, after 26 
years of service. Having been in charge of 
the bank’s entire legal dept., he will com- 
plete such matters as he instituted before 
his formal retirement and will continue as 
counsel for the Transamerica Corp. in pend- 
ing matters. 


FLORIDA 


DeFuniak—Henry Eliott, Jr., cashier and 
trust officer of the FIRST NATIONAL 


BANK, has been elected executive vice 
president. 
Tampa—Peter O. Knight, Jr., principal 





organizer of the EXCHANGE NATIONAL 
BANK 50 years ago this month, was elected 
chairman of the board, succeeding the late 
A. C. Clewis. 


GEORGIA 


Columbus—W. Ford Pearce, formerly as- 
sistant cashier at the FIRST NATIONAL 
BANK, has been elected vice president and 
trust officer. 


ILLINOIS 


Chicago—David D. McKay has been ap- 
pointed title officer of the CHICAGO TI- 
TLE & TRUST CO. He has been with the 
bank since 1931. 


LOUISIANA 


Baton Rouge—Elbert E. Moore has been 
advanced from vice president to president 
of the LOUISIANA NATIONAL BANK, 
succeeding the late W. P. Barnes. Edgar 
A. Sower, vice president and trust officer 
since 1932, elected executive vice president 
and trust officer. 


MICHIGAN 


Grand Rapids—Howard C. Lawrence has 
resigned as executive vice president of the 
MICHIGAN TRUST CO., to become pres- 
ident of the Grand Rapids Varnish Corp. 
He will continue with the trust company 


PERSONNEL CHANGES IN TRUST INSTITUTIONS 


.trust officer of the FIRST 














as a vice president and a director. Mr. 
Lawrence has been a director and treasurer 
of the varnish company. 


Houghton—F. C. Stoyle has been ad- 
vanced from cashier and trust officer to 
vice president and director of the HOUGH- 
TON NATIONAL BANK. * 









MISSISSIPPI 





Greenville—W. F. Carnahan, cashier and a 
NATIONAL 
BANK, has been elected vice president, suc- 
ceeding the late A. B. Nance. 








MISSOURI 





Carrollton — Harry Squires, assistant 
cashier and trust officer of the CARROLL 
COUNTY TRUST CO., has been elected 
cashier. 


St. Louis—At the MISSISSIPPI VAL- 
LEY TRUST CO., Clarence W. Schlueter 
and Elmer W. Wagner have been elected 
assistant trust officers. Mr. Schlueter be- 
gan his banking career with the old State 
National Bank which merged with Mis- 
sissippi Valley Trust in 1929. For the past 
10 years his work has been identified with 
the trust dept. Mr. Wagner has been with 
the bank since 1920, with the trust dept. 
most of the time since. 


St. Louis—W. Gillespie Moore, Arthur 
F. Boettcher and David H. Morey, formerly 
assistant vice presidents of the BOAT- 
MEN’S NATIONAL BANK, have been : 
named vice presidents. 


St. Louis—At the TOWER GROVE 
BANK & TRUST CO., Elmer von Doersten ¥j 
has been advanced from secretary and f: 
treasurer to vice president and treasurer; a 
Ted Schroeder elected secretary and as- i 
sistant treasurer; John Carnahan, assistant 
trust officer. 

























NEW JERSEY hi 


Asbury Park—Frank F. Allen, formerly 4 
executive vice president of the SEACOAST 
TRUST CO., has been elected president, a 
succeeding Edward T. Mitchell. 


Orange—The following promotions have 
been made at the SECOND NATIONAL 4 
BANK: Harvey M. Roberts, vice president 4 
and cashier to president; George H. Wer- q 
ner, vice president, named chairman of the q 
board; Edwin H. Volekmann, assistant wy 
cashier, to vice president and trust officer. 











NEW YORK 


New York—Marc A. Rieffel has been ap- 
pointed assistant trust officer of CITY 
BANK FARMERS TRUST CO. 


New York—At the BANKERS TRUST 
CO., G. H. Brewer, trust officer, has been 
elected investment officer, and R. V. Voor- 
hees credit-investment officer. 


New York—William T. Pagen has been 
advanced to secretary in the Corporate 
Trust Division of the IRVING TRUST CO. 


New York—Andrew P. Maloney, trust 
officer of MANUFACTURERS TRUST 
CO., elected assistant vice president and 
placed in charge of the bank’s Park Row 
office. 


New York—Dougles McKee, assistant 
vice president and assistant trust officer in 
the Jamaica office of the TITLE GUAR- 
ANTEE & TRUST CO., has been elected a 
vice president. 


Ossining—Percy C. Dowden, secretary 
and trust officer of the OSSINING TRUST 
CO., has been advanced to vice president 
and treasurer; Albert G. Brieant named 
assistant trust officer and secretary. 


NORTH CAROLINA 


Raleigh—T. G. Chapman, trust officer of 
the FIRST-CITIZENS BANK & TRUST 
CO., has been promoted to vice president; 
George D. Vick advanced to associate trust 
officer. 


Rocky Mount—Millard F. Jones advanced 
from executive vice president to president 
of PLANTERS NATIONAL BANK & 
TRUST CO., succeeding James C. Braswell, 
now chairman of the board. 
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CciO Limits its work to:— 

ATION’ Acting as executor, trustee 

and in other personal trust 

capacities . . . Managing investments for in- 

dividuals and institutions ... Accepting 
deposits of a non-commercial nature. 


FIDUCIARY TRUST COMPANY 
OF NEW YORK 


One Wall Street New York City 
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NORTH DAKOTA 


Fargo—At the FIRST NATIONAL 
BANK F. A. Irish, president, has been 
elected chairman of the board; Gordon H. 
Nesbit promoted to president; H. D. Crosby, 
formerly vice president in charge of the 
trust dept., named senior vice president in 
the commercial dept. 


Fargo—Frank R. Scott, president of the 
MERCHANTS NATIONAL BANK since 
1935, has been elevated to chairman; Clarke 
Bassett elected president. 


OHIO 


Norwood—Harold F. Funk has_ been 
elected trust officer and assistant cashier 
of the NORWOOD-HYDE PARK BANK & 
TRUST CO. 


Troy—V. C. LeFevre has been elected 
president of the FIRST TROY NATIONAL 
BANK & TRUST CO., succeeding John K. 
DeF rees, elected chairman of the board. 


OKLAHOMA 


Oklahoma City—Harry E. Blair, vice 
president and trust officer of the CITY NA- 
TIONAL BANK, elected executive vice 
president. 


PENNSYLVANIA 


York—Charles H. Moore, president of 
the YORK TRUST CO., for many years, 
has resigned. 


TEXAS 


Beaumont—W. L. Pondrom, executive 
vice president of the AMERICAN NA- 
TIONAL BANK, has been advanced to 
president, succeeding P. P. Butler, now in 
Houston. 


Dallas—Benjamin H. Wooten, formerly 
president of the Federal Home Loan Bank, 
Little Rock, Ark., has been elected vice 
president of the REPUBLIC NATIONAL 
BANK. In order to accept this position 
Mr. Wooten is resigning from the State 
Planning Board, State Defense Council and 
War Emergency Board, Ark. Prior to his 
connection with the Federal Home Loan 
Bank, Mr. Wooten was with the State Bank- 
ing Dept. of Texas. 


Houston—Perkins .P. Butler, president 
of American National Bank in Beaumont 
for eight years, has been elected executive 
vice president of the FIRST NATIONAL 
BANK here. 
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VERMONT 


Rutland—John W. Burke advanced to 
cashier and trust officer of the RUTLAND 
COUNTY NATIONAL BANK, succeeding 
Claude J. Vaillant, now at the Haverhill 
(Mass.) National Bank. 
































TRUST INSTITUTION BRIEFS 


Los Angeles, Cal.—F. K. Pollitt, assistant 
secretary of the CALIFORNIA TRUST 
CO., has been elected chairman of the Los 
Angeles Stock Transfer Assn. 









































San Francisco, Cal—THE BANK OF 
AMERICA N. T. & S. A. has made several 
important changes in management pro- 
cedure which include the formation of a 
new managing committee, creation of a new 
supervision and standards dept., and re- 
definition of the functions of the controller’s 
and personnel depts. Purposes are to give 
staff members a chance to be more produc- 
tive, increase usefulness and earning capac- 
ity, and fit themselves for greater executive 
responsibility. é 




















































































Denver, Col—_THE CENTRAL SAVINGS 
BANK & TRUST CO. has changed its title 
to The Central Bank & Trust Co. 






Syracuse, N. Y.—Richard F. Harrison, 
executive vice president, and Livingston M. 
Whitwell, trust officer of the FIRST 
TRUST & DEPOSIT CO., have been elected 
president and treasurer respectively, of the 
Community Chest & Council, Inc., the fi- 
nancing organization for 32 health and wel- 
fare institutions in Syracuse. 















Cincinnati, Ohio—Stockholders of THE 
FIFTH THIRD UNION TRUST CO. have 
approved a proposal to issue 10,000 shares 
of $100 par value capital stock, increasing 
the bank’s capital by a million dollars. 









Portland, Ore.—Lorne L. Miller, vice 
president and trust officer of the PORT- 
LAND TRUST & SAVINGS BANK, has 
been appointed vice president for Oregon 
in the Trust Division of the A.B.A., filling 
the unexpired term of A. L. Grutze. 







—_—____9—________. 





John Q. McAdams has resigned as State 
Banking Commissioner of Texas. H. A. 
Jamison succeeds him. 





IN MEMORIAM 


NATHAN D. PLATT, assistant trust of- 
ficer of The Bank of California, N. A., San 
Francisco. 


T. STEWART FLEMING, for sixteen 
years president of the Fourth National 
Bank, Columbus, Ga. 


HARRY B. WATT, former vice presi- 
dent of the Bankers Trust Co., New York, 
N. Y. Mr. Watt had been associated with 
the bank since 1909, retiring in 1942. He 
was head of the New York Stock Transfer 
Assn. for many years. 


EDWARD Y. TOWNSEND, for more 
than 40 years secretary of the Real Estate 
Trust Co., Philadelphia. 


EDGAR FETHERSTON, vice president 
and trust officer of the Real Estate Trust 
Co., Philadelphia. 


JOHN T. MOORE, Sr., former president 
of Berks County Trust Co., Reading, Pa. 
He was a founder and for many years pres- 
ident of the Reading Steel Casting Co. 
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Carnegie’s Private Trust 
Company 


NDREW CARNEGIE found himself 

in 1901 without a business and with 
a fortune of $300,000,000. Realizing the 
necessity of safekeeping and handling 
the securities which made his philan- 
thropy possible, he concluded that he 
needed a financial institution of his own. 
The result was the organization, under 
the laws of New Jersey, and at a total 
legal expense of $1,306.15, of the Home 
Trust Company in Hoboken, whose his- 
tory is recounted in a brochure prepared 
for the trustees of Carnegie Corporation 
of New York, which holds 975 of the 
1,000 shares, by Robert M. Lester, Sec- 
retary of the Corporation. 

Its first president was Robert A. 
Franks, Mr. Carnegie’s financial agent, 
who held the office for 35 years. The 
present president is C. Herbert Lee, in- 
vestment officer and treasurer of the Car- 
negie Corporation. 


For the past 42 years the Home Trust 
Company has been engaged as trustee of 
funds set up primarily for personal rath- 
er than philanthropic purposes during 
Mr. Carnegie’s lifetime and under his 
will, and of several other trusts estab- 
lished by relatives. The first trust cre- 
ated was one of $1,250,000, eventually 
totalling $4,250,000, for the benefit of his 
private list of pensioners in many walks 
of life—his “real roll of honor and mu- 
tual affection.”” The number reached a 
total of some 500, involving an annual 
outlay of $250,000. 





If You Have a 


TRUST PROBLEM 
In Los Angeles, Call 
“The Bank of Personal Service’ 


UNION BANK 
& TRUST CO. OF LOS ANGELES 
8th & Hill Streets 


“We Have No Branches” 
Teletypes: L.A. 362, 363 Cable Address: UNIONBANK 
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Twelve corporate trusts with the Home 
Trust Company as trustee, were estab- 
lished, mainly for equipment of the Bes- 
semer and Lake Erie Railroad—“Carne- 
gie’s model railroad.” At the time of Mr. 
Carnegie’s death in 1919, these trusts 
were valued at $9,720,000, while the var- 
ious personal trusts totalled $10,141,735. 


Carnegie Hall, in New York City, re- 
presented an investment by Mr. Carnegie 
of almost $2,000,000. Upon his death 
the Hall became part of Mr. Carnegie’s 
residuary estate and was eventually sold, 
so that today this monument to music 
has no connection other than historic 
with existing Carnegie interests. 


In his will, naming the Trust Company 
as executor and trustee, Mr. Carnegie 
provided life annuities for 45 persons. 
For this purpose trusts aggregating $6,- 
782,000 in Steel bonds were set up to 
provide such annuities. Payments are 
still being made to 26 persons. 


As executor, the Trust Company re- 
ceived a fee of $100,000 in lieu of all com- 
missions; it receives 2% commission on 
income of the trust funds. 


The assets of the Trust Company and 
of the trusts are now by contract in the 
safekeeping and custody of the Hudson 
Trust Company of Hoboken. As of De- 
cember 31, 1942, the six trusts still in 
existence totalled $7,052,052.40, and dur- 
ing that year $254,232.99 was paid out 
to 107 persons. “To them,” Mr. Lester 
writes, “the Company is a philanthropic 
agency, significant not simply because of 
the benefits which they receive through 
it, but also because its founder, the chief 
exponent of the stewardship of wealth, 
thought it worthwhile, amid his enthu- 
siasm for aiding institutions and causes, 
to establish a ‘home trust’ in recognition 
of friendship and individual merit.” 


Hugh E. Powers, president of the Na- 
tional Association of Bank Auditors and 


Comptrollers, announces the 20th Anni- 
versary Meeting and Post-War Planning 
Conference will be held in Cleveland, Sept. 
19-20. Headquarters to be the Hotel Cleve- 
land. 
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GUARANTEED TRUST ACCOUNT 


Canada’s Plan for Guaranteeing Trust Deposits 


G. L. SPRY 
Advertising Manager, The Canada Trust Company, London, Ontario 


N this side of the international bor- 
der the set-up for trust companies 
is somewhat different from that of our 
good neighbor to the south. Canada’s ten 
chartered banks and her mortgage and 
loan corporations are not authorized un- 
der their charters to engage in trust 
business as are the banks in many of the 
States in the U. S. A. Some 50 years ago, 
two chartered banks and a number of 
mortgage companies saw the need for a 
more extensive service to borrowers and 
depositors—a service that would provide 
for administration of estates and living 
trusts. Separate charters were obtained 
and today we have, among others, The 
Canada Trust Company managed in con- 
nection with The Huron and Erie Mort- 
gage Corporation; The Canada Perman- 
ent Trust Company affiliated with The 
Canada Permanent Mortgage Corpora- 
tion; The Royal Trust Company closely 
identified with the Bank of Montreal; 
The Montreal Trust Company managed 
in connection with The Royal Bank of 
Canada; and of course numerous inde- 
pendently operated institutions such as 
the National Trust Company Limited, 
foronto General Trusts Corporation, and 
‘thers. 
Trust companies having both Domin- 
on charters and Provincial licenses con- 


form with regulations set out in Federal 
and Provincial Loan and Trust Corpora- 
tions Acts, and are subject to regular in- 
spection by the Superintendent of Insur- 
ance (a Federal government official), and 
by the Registrars of Loan and Trust 
Corporations for the Provinces in which 
they operate. On the other hand, com- 
panies with provincial charters only are 
accountable to the Provincial Registrars 
alone. In any event, the supervision is 
thorough and is a safeguard, not only 
for the general public, but for the com- 
panies’ shareholders as well. 


Types of Guaranteed Accounts 


XAMINATION of Canadian trust 

companies’ financial statements re- 
veals assets and liabilities under three 
divisions: Company Funds; Guaranteed 
Trust Account; and Estates, Trusts and 
Agencies Account. This arrangement is 
a Government requirement. The ‘Guar- 
anteed Trust Account’ apparently is in- 
triguing to some of our friends across 
the Line, and we have been invited to 
comment upon it. 

Although trust companies are not per- 
mitted to accept deposits by way of bor- 
rowing, they may take deposits as agent 
or custodian. Provision also is made in 
the Acts that the companies may retain 
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any profit resulting from the investment 
of such funds over and above the rate of 
interest paid to depositors. There are 
various methods used for handling trust 
deposits but, regardless of the plan, all 
deposits must be kept in ‘Guaranteed 
Trust Account.’ 


Demand Deposits are accepted by the 
majority of companies. Chequing is per- 
mitted, and at the moment the prevailing 
rate of interest is 2% per annum. Some 
companies do not accept deposits repay- 
able on demand partly because an affil- 
iated company operating under the same 
roof has a savings deposit department 
which permits chequing. This is the case 
with our company whose parent corpora- 
tion accepts demand deposits at 2% per 
annum. 


Short term deposits are cared for in 
numerous ways. Our company has Guar- 
anteed Deposit Certificates—a combina- 
tion passbook and certificate of repay- 
ment. Sums of $500 and over are ac- 
cepted. Additional deposits can be made 


Over 198,000 Customers 


Peoples-Pittsburgh 
Trust Company 


Member Federal Deposit Insurance Corporation 
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at will. Withdrawals can be made at any 
time on 10 days’ notice, but when a with- 
drawal is to be made the company issues 
its own cheque, depositors having no 
chequing privileges. The withdrawal ex- 
perience has been unusually satisfactory 
from the company’s standpoint, for the 
withdrawal privilege is seldom used, and 
the average number of withdrawals from 
each account, both for principal and in- 
terest, has been less than two each year 
over a period of ten years. The rate pres- 
ently is 244% per annum. 

Deposits for one to ten years are re- 
garded as short term investments. The 
minimum amount usually taken is $100. 
Guaranteed Trust Certificates or (in the 
case of some companies) Guaranteed In- 
vestment Receipts are issued for any 
term of one to ten years at rates of in- 
terest in keeping with the investment pe- 
riod. These Certificates are similar in 
many respects to Government Bonds but 
are non-negotiable, being transferable 
only on the books of the issuing compan- 
ies. They are registered as to principal, 
with interest coupons payable to bearer. 
Interest rates average 3% depending up- 
on the investment term. 


All deposits with Canadian trust com- 
panies, whether on a time or demand 
basis, must be carried in the Guaranteed 
Trust Account. Investment of those de- 
posits is restricted to securities approved 
under the Loan and Trust Corporations 
Acts for investment of the companies’ 
own funds. The Ontario Act stipulates 
that at all times at least 50% of such 
monies shall be invested in or loaned up- 
on securities authorized under The Trus- 
tee Act. All securities allocated to guar- 
anteed accounts must be ear-marked and 
definitely set aside for the protection of 
depositors and investors. Every deposit 
and every investment from the public in 
our Guaranteed Trust Account is indi- 
vidually recorded in a special register 
(card system). This is a legal require- 
ment. All funds received from custom- 
ers go into a general trust fund. The 
company, however, is required to segre- 
gate all securities, cash, etc., held for the 
fund from its own funds and from es- 
tates, trusts and agencies funds. Final- 
ly, additional security is provided in the 
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companies’ paid-in capital, reserve funds 
and undistributed profits. 


Relationship to Estates Department 


HE relationship of the Guaranteed 

Trust Account to our Estates De- 
partment is valuable in many ways. For 
instance, observant clerks in the safe de- 
posit vault will suggest to box renters 
that under the same roof they can get a 
rate of interest that is 50% higher than 
is ordinarily paid elsewhere on deposits. 
And, at various intervals, when issues 
of bonds are due, display cards in cou- 
pon booths announce the maturities and 
suggest that the proceeds of these bonds 
be re-invested in a Guaranteed Trust 
Certificate or else be deposited tempor- 
arily in a Guaranteed Deposit Certificate, 
subject to ten days’ withdrawal, until a 
permanent investment is selected. 


Estates and trusts officers can demon- 
strate their selling ability by suggesting 
to beneficiaries about to receive pecun- 
iary legacies or trust distributions that 
they leave their money with the company 
in its Guaranteed Trust Account. 


Another profitable source for funds are 
the law offices, many of which carry es- 
tates funds on deposit for varying pe- 
riods until the assets are ready for dis- 
tribution. In many small centers the 
rate of interest available on deposits is 
142%, so private executors are being in- 
formed that if such funds are to be left 
on deposit for several months, it would 
be in the best interests of beneficiaries to 
put them in a Guaranteed Deposit Cer- 
tificate to earn 214% with the privilege 
of withdrawing a portion or all of the 
amount on ten days’ notice. The fact 
that these Deposit Certificates are ap- 
proved for trust funds makes the appeal 
doubly attractive. 


Other Sources of Funds 


ANUFACTURERS and merchants 
L in many lines of business do sea- 
sonal buying, especially in times when 
restrictions and coupons are less in evi- 
dence than at present. Between seasons 
they have surplus funds lying practically 
idle. This gives the trust company an 
opportunity to offer an attractive rate 














Trust Check Writer 


Lhe Westi Sargest 
Trust Company 


SECURITY-FIRST 
NATIONAL BANK 


OF LOS ANGELES 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 





computed on monthly balances, a ten-day 
withdrawal privilege, and no brokerage 
fee to think about. 


The hundreds of farmers’ mutual fire 
insurance companies throughout Canada 
have reserve funds with which to meet 
fire losses .. . fairly heavy ones at times. 
In order to make our Guaranteed Trust 
Certificates attractive, a special privilege 
is extended enabling their directors to 
obtain the full amount or any portion 
of their investment on the first day of 
any month, without discount, for meeting 
fire losses. In our appeals to these com- 
panies we emphasize that the Certifi- 
cates are approved for insurance com- 
panies. As an advertising man, I like to 
get these companies interested, knowing 
that in many instances their investments 
are listed individually in their financial 
reports; and what could be more desir- 
able than to see in their annual state- 
ment the item under Assets: “Canada 
Trust Company, Guaranteed Trust Certi- 








ROL De Chih itt one hr 





370 


ficate . . . $10,000.” Many policy-holders 
will conclude that what’s good for their 
company is good enough for them. 

Law offices, general agents, and banks 
to whom local people look for advice 
about investments are a lucrative source 
for funds for Guaranteed Trust Certifi- 
cates. We keep them supplied with illus- 
trated literature and pay a fair rate of 
commission not only upon new funds but 
upon renewals of investments that orig- 
inated in their offices. 

One point should be made clear: It is 
a strict policy on the part of our direc- 
tors that estates funds under administra- 
tion are not to be invested in the com- 
pany’s own Deposit and Trust Certifi- 
cates. By adhering to that policy, only 
one profit is possible upon funds under 
administration, and outside criticism is 
thereby avoided. 

Indirectly, our advertising of Guaran- 
teed Deposit and Trust Certificates, and 
the public’s personal contacts with that 
Department, make the Guaranteed Trust 
Account a profitable feeder for the Es- 
tates Department. 


ANCILLARY ADMINISTRATION 
IN NEW YORK STATE 


INQUIRIES invited from attorneys and 
trust institutions of other states. 

Our affiliation with 19 other Marine 
Midland Banks throughout the state 
gives you the additional advantage of 
having a fiduciary with 

close contacts in 38 


cities and towns. 


MARINE 


TRUST COMPANY 
OF BUFFALO 


1 Marine Midland Bank 
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Trust Development Plan 


PROGRAM which has put his trust 

department in the “black” is out- 
lined by William Matthews, trust officer, 
Fulton National Bank, Atlanta, in the 
March issue of the F. A. A. Bulletin. 
Begun ten years ago at the instance of 
the present president, the program em- 
bodied the following principles: 


1. Concentrate on selected prospects. 

2. Strive for the cumulative effect of con- 
tinuity. Procrastination of prospects must 
be overcome. 

3. Maintain flexibility—adjust to chang- 
ing conditions. 

4. Rotate Directors on the Trust Commit- 
tee. 

5. Secure the active cooperation of com- 
mercial officers in contacting and closing 
business. 

6. Provide Directors, Officers and Employ- 
ees with information that will help them 
arouse the interest of prospects. 

7. Extravagant claims are not only dan- 
gerous but unnecessary. Deal with facts 
in a logical manner. 

8. Tell prospects and customers that they 
will continually receive information about 
estate problems—as a regular service from 
the Trust Department. 

9. By systematic explanation of the 
“benefits” of Trust Service, gradually re- 
duce the prospect’s natural resistance to a 
complete and frank discussion of his own 
estate problems. 

10. Create confidence that results in a 
desire to entrust future management to the 
Bank. 

11. Emphasize the value of legal coun- 
sel, cooperate with attorneys, and contin- 
ually seek their good-will. 

12. Explain the need for Life Insurance, 
support Life Underwriters, and advertise 
for 3-way benefits—(a) Prospect, (b) Life 
Underwriters, (c) Bank. 


SS ) - 


Pension Plan for Bulova 


The Chase National Bank of New York 
has been appointed trustee of a pension 
trust fund under a retirement plan for 
employes established by the Bulova Watch 
Company. All employees who have reached 
60 years of age or who have been in service 
for ‘thirty years or more now may retire 
on a pension based on length of service. 
All contributions to the fund will be as- 
sumed by the company. 















NEW BUSINESS 


ANY an estate owner has had his 
insurance program independently 
arranged by a life underwriter, his trust 
approved by a fiduciary institution and 
his will prepared by an attorfhey with- 
out ever bringing these three together. 
Any estate plan so created simply can- 
not result in a finished product no matter 
how competent each counsellor may be in 
his particular field. It is essential that 
each part of the plan be coordinated into 
a practical and workable whole. 


Practically all insurance programs 
which have been set up in past years are 
out of date. In many cases some of the 
elaborate settlement options we have de- 
veloped should be completely nullified. 
Conditions have changed to a point where 
in many cases we will find that a life 
insurance trust with a fiduciary institu- 
tion should be created to provide a neces- 
sary element of flexibility. Through 
such a method it is possible to create a 
cash fund which can purchase valuable 
assets from the general estate, thus sup- 
plying cash required for taxes and ad- 
ministration costs. The life insurance 
trustee can either lend money to the exe- 
cutor or purchase assets from him which 
are vitally important to the security and 
future welfare of beneficiaries. 


The Revenue Act of 1942 provided a 
wonderful means of approach to estate 
planning while rendering a vital service. 
The law now makes it necessary for an 
executor to proceed against beneficiaries 
of life insurance policies to recover from 
them the proportion of federal taxes oc- 
casioned by the life insurance received 
by them. This is mandatory on the exe- 
cutor unless the will specifically directs 
otherwise. There may be a provision in 
the will stating that all taxes shall be 





From address before Annual Sales Congress, Life 
Underwriters Assn. of New York, March 1944. 


ESTATE PLANNING APPROACH 


Coordination Is Keynote to Conservation 


HOWARD D. GOLDMAN, C. L. U. 
Northwestern Mutual Life Insurance Co., Richmond, Virginia 
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paid out of the residuary estate, but 
specific mention should be made that this 
covers life insurance policies payable to 
named beneficiaries. At least this is the 
law in Virginia brought about by a re- 
cent Supreme Court decision;* which 
will probably set the pattern in other 
states where this point has not already 
been decided. Many men have made pro- 
visions through life insurance for income 
to wives, children, parents and other im- 
portant needs and have planned distribu- 
tion of their estate assets, based on the 
adequacy of these insurance arrange- 
ments. Therefore, it is possible that 
some very elaborate settlement arrange- 
ments which have been worked out in life 
insurance programs designed to accom- 
plish specific results will be upset unless 
wills are revised accordingly. 


Estate Shrinkage 


STATE owners as well as estate plan- 

_4j ners often make the serious error of 
approaching estate work with a primary 
objective of saving tax dollars. The fore- 
most objective must be to carry out the 
wishes of the estate owner during his 


life and after his death. It must be 
borne in mind, however, that estate 
shrinkage from taxes, administration 


costs and possible liquidation losses can 
be so high that the wishes of the estate 
owner may be utterly defeated. There- 
fore it is necessary that shrinkage be 
carefully estimated and possible liquida- 
tion losses be considered in determining 
if the important wishes of an individual 
regarding his beneficiary actually can be 
executed. 

The principal which 


items cause 


shrinkage are: (1) normal debts and ac- 
counts payable; (2) expenses of last ill- 
ness; (3) funeral and burial costs; (4) 





*Johnson v. First National Exchange Bank, 26 
S. E. (2d) 86, reported in Oct. 1943 Trusts and 


Estates 408. 
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federal and state death taxes; (5) unpaid 
federal and state income taxes; (6) prop- 
erty taxes; (7) probate costs—executor 
fees—attorney fees. The total of these 
charges under present conditions is usual- 
ly so large that another item must be 
added—forced liquidation losses, made 
necessary in an effort to raise the cash 
required for the other items. 


Shrinkage of such proportions clearly 
emphasizes the necessity for adequate 
liquidity. There are only three ways to 
assure liquidity: (1) keeping cash or 


very liquid securities on hand to meet an 
emergency; (2) borrowing by the estate 
and repayment of loans out of liquid 
assets or from income; (3) establishing 
reserves through life insurance which 
will be available to meet estate costs in 
cash when they become due. 


The soundest, most certain, simple and 
economical method is the life insurance 
plan. Life insurance pays the costs for 
the estate instead of from the estate. 
Settlement of these charges is made by 
premiums and not assets, and through 
life insurance the very incident which 
creates the debt also matures the fund 
with which the debt is paid. 


Capital for Insurance 


ANY people in higher income 

brackets will say it is impossible 
to use any present income to create addi- 
tional life insurance. However, it is pos- 
sible to induce some of these people to 
use a portion of their capital to create 
new life insurance. After all, estate tax- 
es are a capital levy and it is just good 
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business, in the absence of sufficient in- 
come, annually to liquidate a portion of 
their capital account in order to pay pre- 
miums on life insurance which will pro- 
vide the necessary liquidity for efficient 
estate administration, rather than take 
the chance of liquidation in a short pe- 
riod of time under unknown conditions 
by an executor who, at best, will be less 
experienced than the estate owner in re- 
gard to the details of his particular es- 
tate. 


Today a man who can consistently earn 
4% net on an investment estate is a finan- 
cial wizard. However if he is in a 50% 
income tax bracket, his true net income 
is only 2%. 


Let us assume the size of his estate 
places his top bracket at 50% shrinkage 
for estate taxes, that he is 50 years of 
age, therefore he has a life expectancy 
of approximately 25 years; we find the 
average annual shrinkage in his capital 
account is 2%. If we deduct this 2% 
annual capital shrinkage from the 2% 
net income yield, this investor has abso- 
lutely no real net income after properly 
amortizing his estate shrinkage over his 
life expectancy. If his net income yield 
after taxes is less than 2%, or if he is 
older than 50, his true amortized invest- 
ment income is a minus figure. 


The Will Approach 


HE most effective method of reach- 

ing prospects for estate analysis is 
through the will approach. Where peo- 
ple do not have wills, an interview can 
be developed by emphasizing that such 
a procedure is a most costly one and will 
probably cause the estate to pass in a 
fashion which would not have been pre- 
scribed had a will been drawn. Where 
the prospect has a will, interest can often 
be aroused by pointing out the dangers 
in obsolete wills—especially those 
brought on by marriage, estate shrink- 
age, death of an heir, later born children, 
and changes in tax laws. 


If an individual is sincerely interested 
in having his will reviewed, the only 
sound procedure is to consider all ele- 
ments of his estate. I make it clear to 
my prospect that it will be necessary for 
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him-to give me a great deal of confiden- 
tial information. I insist on having de- 
tailed information about all his holdings, 
itemizing each individual security and 
property, copies of his will and all trust 
instruments, as well as business agree- 
ments, his life insurance policies, his in- 
come tax returns, record of his indebted- 
ness, if any, and similar information 
about members of his immediate family. 
It is also important to secure an oral 
statement of how much money is re- 
quired for family maintenance exclusive 
of life insurance premiums and other 
forms of savings. 


Coordinating Analyses 


ITH this data an analysis can be 

prepared which shows a complete 
inventory of the estate; reasonably -ac- 
curate estimates should be made covering 
expenses of administration, executor and 
attorney fees. With this information po- 
tential estate and inheritance taxes can 
be computed under existing law. At this 
point in the analysis it is desirable to 
prepare a statement showing “cash needs 
for estate administration” covering in- 
debtedness, costs, estimated expense of 
administration and taxes. 

Following this statement the analysis 
should clearly reveal the cash available 
under present arrangements to meet 
these needs. It is usually found that 
there is a large deficit between minimum 
cash required for administration and 
cash available. In natural sequence we 
should discuss the assets which can be 
liquidated to meet the deficit and the ef- 
fect of such liquidation on the objectives 
of the estate owner, on his estate as such 
and on his beneficiaries. At this point 
in an estate analysis the estate owner 
becomes definitely aware of a serious 
problem. I have found it desirable, how- 
ever, not to discuss possible solutions to 
individual problems as they may present 
themselves; it is best to present the en- 
tire picture first and then offer the var- 
ious solutions as a whole illustrating how 
each problem must be solved in the de- 
velopment of a coordinated plan that 
deals with all elements of the estate. 


The analysis should then discuss the 
business affairs of the individual illus- 
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trating how these affairs will be affected q 
by his death—and the resulting effect on i 
the estate. A life insurance analysis 
should then be presented showing the ar- 
rangement of each policy, the provision 
for various beneficiaries and the effect 
on the objectives of the estate owner. 
Another section of the estate analysis 
should discuss the will; and here we 
usually find a fertile field for demonstrat- 
ing the lack of coordination in the plan 
as it presently exists. Although many 
wills are brilliant examples of expert 
draftsmanship when viewed alone, they 
become rather stupid instruments when 
interpreted in the light of an over-all 
plan. The fault is usually not the attor- 
ney’s—but the estate owner’s for not re- 
vealing all factors of the estate. 


As we develop each section. of an 
analysis, it is important to tie it in. to 
other parts of the plan we are building 
to show clearly how the various factors 
are interdependent. This paves the way 
for a summary in which we include 
specific recommendations and illustrate 
how the various problems are adequately 
solved through soundly coordinated plan- 
ning. 
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Insurance Manual 


A new edition of The R & R Ready Ref- 
erence Pocket Manual has recently been 
published. Prepared by Insurance Re- 
search & Review Service of Indianapolis, 
the manual provides the underwriter with 
approaches and sales points for different 
types of prospects. A special section is de- 
voted to taxation, wills and trusts. 




















WANTED: 
TRUST SOLICITOR 


A leading Chicago loop bank and trust 
company seeks an additional experienced 
man to solicit new trust business. Ap- 
plications will be held in strict confidence 
and should contain full details, education, 
business experience. 


Address: Box S1, Trusts and Estates, 
50 E. 42nd St., New York 17, N. Y. 
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Insurance Trust in Post-War 


A revival of interest in life insurance trusts 
in the post-war era is foreseen by the Com- 
mittee on Cooperation with Trust Officers, 
of the National Association of Life Under- 
writers. The committee, headed by Paul 
H. Dunnavan, reporting to the mid-year 
meeting of the Association in Buffalo, urged 
that as many life insurance-trust councils 
as possible be organized without delay 
throughout the country, with the objective 
of creating a closer relationship between 
underwriters and trustmen. Detroit, Cin- 
cinnati, New Orleans, San Francisco and 
Memphis were particularly cited. 


It was indicated that members of this 
committee and the companion committee of 
the A. B. A. Trust Division would meet 
to bring up to date the “Statement of Guid- 
ing Principles” formulated a decade ago. 

o 
0 

The Financial Advertisers Association 
will hold its 1944 annual meeting at the 
Edgewater Beach Hotel, Chicago. Dates 
expected to be October 25-29th. 





We know a 
TRUST MAN 
Available Now 


He’s 42. For the past 14 years 
he has been associated with a 
large metropolitan trust com- 
pany. Worked up to officership 
the hard way, through trust ac- 
counting into all types of estate 
and trust administration. Thor- 
oughly grounded in estate taxa- 
tion, estate planning, trust ad- 
vertising and selling. This man 
is qualified to head a moderate- 
sized trust department. Or to 
act as right-hand man for busy 
trust head. Princeton graduate. 
Married. Will move to any part 
of the United States where 
opportunity and income beckon. 
For interview or further details 
communicate with 


EDWIN BIRD WILSON, Inc. 
120 Wall Street, New York 5, N. Y. 
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OUTLOOK FOR INSURANCE 


JAMES A. McLAIN 


Pres., Guardian Life Insurance Co., 
Pres., American Life Convention 


HE high level of national income pre- 

dicted by economists will greatly in- 
crease the prospects for life insurance. 
The main effect of a high level of na- 
tional income will be to move more and 
more of the people from the lower income 
group, into the middle income group. The 
higher income market has not yet been 
tapped. This was brought out in a most 
convincing manner by a study by Paul 
Geren, published last year, which showed 
that while families and individuals with 
incomes of over $10,000 were responsible 
for almost 60° of the aggregate savings 
of al! kinds in this nation in prewar 
years, this same group (families and in- 
dividuals with incomes of over $10,000) 
were responsible for only 4% of aggre- 
gate life insurance savings. As suggested 
by other studies, life insurance is a dim- 
inishing portion of estates as estates as- 
cend in size. 

In the past, it has been possible for 
higher income people to save and invest 
for the future and accumulate protection 
in that way, but the recent sharp upward 
trend in income tax rates has greatly in- 
creased the advantages of life insurance 
in accumulating an estate—indeed, life 
insurance may prove to be the only 
medium—and the situation will not 
change in the visible future. Moreover, 
present levels of estate and inheritance 
taxes provide a most persuasive life in- 
surance argument to that portion of the 
public which has already built and can 
retain savings in other investments. 

Yet another field lies in the fresh need 
for business life insurance. New ven- 
tures will be started all over the country. 
Venture capital will again put in an ap- 
pearance. There will be developed simul- 
taneously a demand for key-man insur- 
ance—the “know how” of our leaders has 
a definite insurable value—to stockhold- 
ers, to business partners, to the providers 
of capital, to the workers in industry 
themselves. 


From address at Annual Sales Congress, Lif< 
Underwriters Assn. of New York, March 1944. 














NEW BUSINESS 


ryXHE shortage of personnel, not only 

for direct solicitation work but even 
for maintenance of publicity and public 
relations, is breeding consequences which 
—if not compensated for—will have 
harmful effects on the trust business. 
This can come from lapsation of wills (or 
radical changes affecting desirability of 
corporate appointment), evaporation of 
potential business on which much time 


and money were expended, and diminu- , 


tion in the stream of new business which 
must continue to offset terminations. 


And not the least impact of this neg- 
lect would come after the end of the war, 
at the very time when trust institutions 
will want to make every effort to re-em- 
ploy men and women who have come back 
from the services. Unfortunately, this 
shortage is a double-barrelled impedi- 
ment, as reduced operating staffs have 
their hands full taking care of present 
business, and are sometimes unreceptive, 
if not antagonistic, to acquisition of new 
accounts. 


In times of emergency—and these 
times still qualify under that heading, 
particularly where banks have not secured 
certificates of local essentiality—there is 
no easy answer to the dilemma. But a 
workable plan must be found if much of 
the hard-won gains are not to be lost. 
People need and will need professional as- 
sistance in their financial affairs, both 
personal and corporate, in greater degree 
than ever in history, and trust de- 
partments also have a sacred duty to keep 
opportunity open for returning service- 
men. 


Overtime is becoming a regular fea- 
ture of bank operations and perhaps 
more could also be done by way of draft- 
ing some retired employees to relieve the 
administrative pressure for the duration. 
On the new business side many banks, 
like those in Philadelphia, have added to 
their official staffs men and women from 
insurance and legal fields, familiar with 
estate analysis and organization, and 
often with new business procedures. Ob- 
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ligations to officers and employees on 
leave are a deterrent, but it makes sense 
that those who can produce present and 
future business will thereby assure re- 
employment far better than wil! a policy 
which lets a bank’s business decay or dry 
up. 


It is very necessary that wills be kept 
in working order and reviewed. The Bar 
Association has formally recognized this 
as a right if not a duty of its members, 
and it is no less so for chartered fiducia- 
ries. Pension plans are demanding much 
time and study and revisions may be 
necessary there also. Is it unreasonable 
to suggest that some commercial bank 
officers might find this latter a more ap- 
propriate field for study and service than 
the present field for commercial loans? 
And among such officers are some who 
have a real although latent ability in 
public relation matters, whether trust or 
banking, while others may find it desir- 
able to roll up their shirt-sleeves and 
even go into administrative work on 
corporate fiduciary services as well as 
promotion contact work. 


Personal efforts of the entire execu- 
tive staff (responsible employees as well 
as officers) need to be extended, and 
should be introduced and supported by 
proper direct mail or well-chosen adver- 
tising. Fair regularity in promotion 
publicity, descriptive or newsy, will have 
to do double duty in keeping the pot boil- 
ing and inducing action or contact. The 
Roper survey reported at the recent trust 
conference provides excellent leads for 
the publicity approach while the address 
by Mr. Madeira shows how the official 
staff can effectively take part in business 
promotion. Salesmanship in banks as In 
business usually permeates from the top 
down, but may also be inculcated in the 
reverse direction. The success in devel- 
oping trust services during the war will 
have an effect for many years to come on 
employment, profitability and payroll. 


* * * 






G. M. Wallace, (left) president of the 
Security-First National Bank of Los 
Angeles, congratulates L. H. Roseberry, 
vice president and manager of the bank’s 
Trust Department, upon the opening of 
the new “Small Estates Division,” spec- 
ially designed for the administration of 
small and medium-sized estates. The 
division is believed to be the first of its 
kind in America. The division will ac- 
cept for probate estates as small as 
$1,000. Regular statutory fees will be 
charged. Estates will receive the same 
care and attention given estates of large 
size. For legal work, the bank will em- 
ploy in each case the client’s own at- 
torney. 





Things We Liked .. . 


“Without Giving It A Second 
Thought... !” is the enticing title of a 
folder issued by Public National Bank 
and Trust Company of New York to de- 
scribe the advantages of a custody ac- 
count. The title refers to the matter-of- 
factness with which an individual estab- 
lishes a checking account; “He would 
not assume the risk of safekeeping 
cash...” Yet—without giving it a sec- 
ond thought many owners of stocks, 
bonds and mortgages assume the risk of 
safekeeping such property, and submit 
to the delay and expense of collecting 
dividend checks. . .” 


A brief but well rounded statement of 
the uses of life insurance in estate plan- 
ning is contained in a leaflet being mailed 
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by the State Street Trust Company of 
Boston. They include: cash for estate 
requirements, cash for immediate fam- 
ily needs, settlement provisions to meet 
certain responsibilities, and a life insur- 
ance trust to meet changing condi- 
OS ae 


An unusual newspaper ad and mailing 
piece is being used by The First National 
Bank of Paterson, N. J. Illustrated at 
the top with a sign reading “What the 
First National Bank has FOR SALE,” 
the copy lists a “Financial ‘Bill of Fare’ 
of 69 ways to use” the bank. Items 46 
to 68 deal with personal and corporate 
trust services... 


The latest in The Chase National 
Bank’s series of ads offering pension trust 
services emphasizes three basic benefits 
to a firm adopting an “Appropriate em- 
ployee pension plan”: 1. reduces labor 
turnover; 2. attracts and holds high type 
employees; and 3. eases wage prob- 
lems... 





Not For 


Millionaires 


Maar persons have the mistaken idea that their 
estates must be large ones before requiring the services of the 
Trust Company of Georgia. The truth is a great many of the es- 
tates handled by the Trust Company of Georgia amount to no more 
than $50,000. 

This fact may surprise many, but it is striking evidence that thou- 
sands of people have found Trust Company service helpful, under- 
standing and economical. Furthermore, the same officers who 
handle estates amounting to millions of dollars will handle your 
estate for your family—regardless of its size. 

Our officers will gladly explain to you how the Trust Company 
can take over for you the business responsibilities with which you 
would never wish to burden your wife or some other member of 
your family . . . how little Trust Company service costs. 
Telephone and we will gladly call at your convenience. 





Reproduction of newspaper ad run by Trust 
Company of Georgia, indicative of trend to 
serving smaller estates. 














BANK DIRECTORS AND TRUSTEESHIP 


Duties and Responsibilities in the Operation of a 
Trust Department 


L. K. ELMORE 


Deputy Bank Commissioner of Connecticut 


The dearth of published material designed to guide or aid bank 
directors in their supervision of fiduciary functions, accentuated by develop- 
ments in social as well as legal concepts of their function, makes this 
discussion of most timely and practical value. The trust business is in- 
debted to the Connecticut Banking Department officials for their initiative 
in providing this article, and particularly to Mr. Elmore, for a number 
of years himself a trust company executive. Originated from local cir- 
cumstances, the study has been developed in such manner as to be gener- 
ally applicable, and could well be read before the board of directors of 
banks in any state. Both principles and specific examples are cited, with 
special emphasis very properly on the director’s relation to trust invest- 
ment management, in which field this article is a pioneer.—Editor’s Note. 


ties, however, the directors are respon- 
sible for the proper management of the 


J T is the purpose of this article to 
emphasize the personal duty of 


directors to exercise honest and or- 
dinarily diligent supervision and 
control over the affairs of their bank 
and to endeavor to clarify the per- 
sonal liability for negligence, arising 
independently of statute, insofar as 
trust activities are concerned. It 
may well be said that the personal 
liabilities of a director arise from 
the improper fulfillment of his re- 
sponsibilities, and his responsibilities 
are in turn determined by his duties 
and powers. 

The general duties of bank directors 
and their liabilities to their banks are 
well summarized in “‘Paton’s Digest of 
Legal Opinions,” Volume I, Section 
11A:1, as follows: “Statutes, state and 
federal, impose many liabilities on bank 
directors. Apart from statutory liabili- 


bank; it is their personal duty to exer- 
cise honest and ordinarily intelligent 
supervision and control over its affairs. 
They may be individually liable to the 
bank not only for actual wrong-doing, 
but also for negligence in the perform- 
ance of duty where a loss results from 
their failure.” The phrase “statutory 
liability” needs some explanation; there 
may be: 


(1) Statutory violation to which 
specific provisions for liability are ap- 
plicable; for example, Section 5239 of 
the United States Revised Statutes, 
which provides that a director of a 
national bank is personally liable to 
the bank, its shareholders or any other 
person (including depositors) for loss- 
es sustained in consequence of his 
knowingly permitting any of its offi- 
cers, agents or servants to violate any 
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of the provisions of the National Bank 
Act. Section 22(f) of the Federal Re- 
serve Act provides similar liability 
against directors of member banks for 
violation of the provisions of this sec- 
tion of the Federal Reserve Act or 
regulations of the Board of Governors 
of the Federal Reserve System made 
under the authority of this section. 


(2) Statutory violation to which no 
specific provisions for liability are ap- 
plicable. This results in an indirect 
liability which merges into the liabil- 
ity for losses resulting from negli- 
gence mentioned in the above quota- 
tion from Paton’s Digest, but the fact 
that a statute has been violated accen- 
tuates the liability. 


Section 3874 of the General Statutes of 
the State of Connecticut provides that 
each director or trustee of a state bank 
and trust company shall, upon his elec- 
tion, make an oath or affirmation that he 
will faithfully discharge the duties of his 
office in conformity with the laws relat- 
ing to banks. A similar oath or affirma- 
tion is required of directors of national 
banks under Section 5147 of the United 
States Revised Statutes, with the added 
assertion by the director that he will not 
knowingly violate or willingly permit to 
be violated any of the provisions of the 
statutes of the United States. Although 
there are several Connecticut banking 
statutes containing specific provisions 
for directors’ liability in case of viola- 
tion, there are no such provisions in any 
of the statutes relating to the exercise 
of fiduciary powers. 
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Moral and Social Concept 


UTIES, responsibilities and liabili- 

ties in connection with the operation 
of a trust department are not always 
fully recognized or at least not always 
placed in their true perspective. In dis- 
cussing these obligations of directors, it 
is best first to examine the basic nature 
of trust business. As expressed by Mr. 
Gilbert T. Stephenson, Director of the 
Trust Research Department of the Grad- 
uate School of Banking, in one of his 
studies on the subject, trust business re- 
duced to its essential element is “hand- 
ling other people’s property for them for 
pay.” 

A trust department presents itself to 
the public as experienced in the special- 
ized handling of inherited property and 
of the property of persons who by reason 
of immaturity, inexperience, incapacity 
or indifference need the services of some- 
one to manage their property for them. 
The very fact that the settlement of es- 
tates of deceased persons is not subject 
to check by the decedents makes it all 
the more important in civilized society 
that executors and trustees be persons of 
responsibility, integrity and responsive- 
ness to obligations. 

By the same token, the entrusting of 
property for management to trustees and 
guardians emphasizes the social need for 
sound administration by the trustees and 
guardians without advantage being taken 
of the immaturity, inexperience, incapa- 
city or indifference. Although the direct 
and immediate responsibility for the car- 
rying on of trust business by a trust in- 
stitution rests with the officers and em- 
ployees, the directors must share this 
responsibility. 


Specific Responsibilities 


HE general control and supervision 

of a trust department constitute, 
broadly speaking, the duties of the direc- 
tors of a bank and trust company with 
respect to trust business, and the execu- 
tion of whatever is necessary to estab- 
lish and maintain this general control 
and supervision represents the powers of 
the directors in this connection. These 
duties and powers determine the direc- 
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tors’ responsibilities, and as there are 
obviously many specific duties, there are 
many specific responsibilities. 

The Board of Governors of the Federal 
Reserve System, through the medium of 
their Regulation F, have set forth fifty- 
four distinct and separate responsibili- 
ties of directors of a national bank with 
respect to its trust activities. Several 
of these have been accentuated in impor- 
tance by experience and court action 
through the years and are discussed be- 
low, although it will be apparent that 
some apply with equal force to the gen- 
eral responsibilities of directors as they 
relate to the bank as a whole. 


Policy Control 


Attendance at meetings of the board. 
A reasonable regularity of attendance is 
necessary and by the same token a rea- 
sonable frequency of board meetings. 
General control and supervision are exer- 
cised by the directors acting as a board 
and not as individuals, so that the under- 
taking of control or supervision in an in- 
dividual capacity is both impractical and 
ineffectual. Emphasis should be placed 
on the responsibility of the board for 
having accurate records or minutes kept 
of the discussions and decisions of the 
board with respect to trust business. 

Employment of competent officers. The 
operation of a trust department requires 
special knowledge and skill, and a share 
of the responsibility to employ officers 
who possess the proper qualifications 
rests with each director. 

In some departments whose size mili- 
tates against the employment of a full- 
time trust officer, operations are left to 
clerks under the cursory supervision of 
an officer who devotes most of his atten- 
tion to the regular commercial affairs of 
the bank. Granting the capabilities of 
such an officer, his disinterestedness in 
trust affairs might well cause a serious 
condition, the ultimate responsibility for 
which falls on the directors. 

Establishment and enforcement of 
sound general policies. The operative 
practices and procedures of a trust de- 
partment are entirely within the scope 
of duties of the officers of the bank, but 
the general policies of the bank are clear- 
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ly within the province of the board of 
directors, with definite responsibilities 
attaching to them. This responsibility 
does not impose the impractical task of 
determining the policies of the trust de- 
partment without the aid of experienced 
trustmen, but it does impose a responsi- 
bility of passing on and controlling the 
general policies suggested or recommend- 
ed by the management of the bank. 


Some of the important general policies, 
listed for purposes of illustration, are: 
the type and scope of business to be ac- 
cepted, education of personnel, and the 
co-ordination of the trust department 
with the commercial department of the 
bank. The need for a careful policy 
control, even in a small department, is 
ever assuming greater importance with 
the increase and complication of the tax 








burden on fiduciaries, and the necessity ~ 


for closer supervision and increased care 
in connection with real estate, mortgage 
loans, and investments in general as a 
result of economic, political and social de- 
velopments. 


Specific Questions. Directors as a board 
have responsibility in connection with 
unusual and important trust problems 
that arise outside of day. by day proce- 
dure, such as: Shall a profitable going 
business, which constitutes the bulk of an 
estate left in trust for a widow and small 
children, be incorporated and carried on, 
or shall it be liquidated? Shall an area of 
unimproved real property, constituting 
the bulk of a long-term trust estate, be 
improved and subdivided and sold in lots, 
or shall it be sold as unimproved acre- 





ues SPECIALISTS IN gaye 


AUCTIONS 


OF ANTIQUES, ART, 
JEWELRY, LIBRARIES, Etc. 
Trust officers have long recognized our 
fine facilities and location for the dis- 
persal of estate properties, and our 


special department of appraisals and 
inventories. Your inquiry is invited. 


Pu dee 


9-13 EAST 59th STREET, NEW YORK 
ESTABLISHED 1916 
E. P. and W. H. O'Reilly, Auctioneers 


380 


age? Shall an estate consisting largely 
of one local stock remain so invested, or 
shall its investments be diversified ?* 


Examination of Trust Department 


IRECTORS’ responsibility for exam- 

ination of the books of the bank is 
well established and clearly expressed in 
a federal court case of long standing: 
“It is incumbent upon bank directors, in 
the exercise of ordinary prudence, and as 
a part of their duty of general super- 
vision, to cause an examination of the 
condition and resources of the bank to be 
made with reasonable frequency.” 


Directors are also responsible for 
familiarizing themselves with the reports 
of examinations and for seeing that the 
errors revealed are corrected, as well as 
giving heed to the recommendations for 
correcting and improving the operation 
of the trust department. It has been 
held that directors must be diligent in 
ascertaining and in keeping informed as 
to the condition of the bank’s affairs, and 
that they must heed warnings from re- 
sponsible sources. This responsibility, 
insofar as the trust department is con- 
cerned, can best be met through an ade- 
quate internal audit by competent and 
trained personnel accountable directly to 
the president and directors of the bank, 
supplemented by periodic audits and ex- 
aminations by qualified public accoun- 


*C.f. “Studies in Trust Business’ by G. T. 
Stephenson, Research Council of American Bank- 
ers Assn., 1938. 
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Investment of Trust Funds 


NVESTMENT supervision is one of 

the most important trust functions of 
the board. Discretion and judgment 
have the widest play here and many of 
the suits against banks arise from in- 
vestment loss. Adoption of the “Prudent 
Investor Rule” of trust investment (as 
done in Connecticut in 1939 by amend- 
ment to the trust investment statute: 
Section 1289e of the 1939 Supplement to 
the General Statutes) opens up new op- 
portunities and advantages to trustees, 
but at the same time somewhat increases 
their responsibilities. Careful investiga- 
tion, group judgment, diversification of 
investments, and consideration of the 
problems of each trust are necessary. 
These are factors favorably recognized 
by the courts in assessing trustees’ re- 
sponsibilities. 


The tendency in some trust depart- 
ments is to follow the path of least re- 
sistance by adopting a passive investment 
policy; that is, sitting tight with the se- 
curities inherited, and confining the few 
investments made to Government Bonds 
and savings deposits. This, in our opin- 
ion, does not necessarily constitute the 
exercise of sufficient care and diligence. 
No matter how few, the trust accounts 
should be carefully analyzed by the trust 
or investment officer, utilizing research 
and statistical facilities that are now 
available. As a result of this investiga- 
tion, recommendations for investment 
changes should be made to the board of 
directors or committee thereof for their 
final decision. 


The question of sale of faulty assets 
would seem to be fully as important as 
the investment of uninvested cash. Sec- 
tion 4837 of the General Statutes of Con- 
necticut authorizes the retention of in- 
herited securities, but too much reliance 
should not be placed upon this statute as 
underlying prudence is always necessary. 
In the case of Beardsley v. Bridgeport 
Protestant Orphan Asylum (76 Conn. 
564) the court, in effect, stated that rea- 
sonable prudence to prevent loss is re- 
quired under this statute. 
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Diversification and Individuality 


HE importance of diversification and 

consideration of the problems of each 
trust can not be over-stressed. The du- 
ties to both the principal and income 
beneficiaries must be carefully weighed 
and balanced. Sometimes, due to circum- 
stances, emphasis must be placed slightly 
on the one or the other. The estimated 
life of the trust is also an important fac- 
tor to be considered. For example, a rea- 
sonable percentage of conservative mort- 
gage loans might well be considered a 
desirable, if not essential, investment in 
a long-term or a perpetual trust, but ob- 
viously would not be suitable for a short- 
term trust. 

Competency of legal counsel—Due to 
the complex nature of trust department 
business, and its many inherited prob- 
lems which require legal aid, the impor- 
tance of this responsibility is obvious. 

Avoidance of self-dealing—The trust 
department must be operated “at arm’s 
length” from the other departments of 
the bank, that is, as a separate entity. It 
is well established in law that a trustee 
must not deal with himself. Liability in 
case of suit is greatly increased if there 
is a conflict of interest involved, which 
is, of course, the case when there is any 
evidence of self-dealing. It is, therefore, 
imperative that no trust securities be 
purchased from or sold to the bank it- 
self or its officers or directors. 


Advancing Standards of Conduct 


 ipeneapwnd for improper fulfillment by 
the directors of their responsibilities, 
if assessed, is levied against them as in- 
dividuals and not as a board. This pos- 
sible liability may run to the bank itself 
as a corporation, to a stockholder, to a 
creditor, or to a trust beneficiary. It is 
not proposed here to give in detail in- 
stances of directors’ liabilities as decided 
in the various courts of the country, but 
merely to call attention to the fact that 
there is a definite liability and to empha- 
size the need for recognition of responsi- 
bilities. 

The standard of conduct required of a 
director has, in the light of court decis- 
ions, advanced during the years in the 
following steps: (1) liability only for 
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gross negligence; (2) liability for fail- 
ure to exercise the degree of care, skill 
and diligence of an ordinarily prudent 
man in the conduct of his own business; 
(3) liability for failure to exercise the 
care, skill and diligence which a reason- 
ably prudent person handling other peo- 
ple’s property would exercise under the 
circumstances. 

Lest a director become discouraged in 
contemplation of his responsibilities and 
liabilities, we are quoting a conclusion 
reached by Gilbert T. Stephenson in his 
“Studies In Trust Business” : 


“What impresses one who reads the de- 
cisions while he is in a judicial frame of 
mind and not taking sides on the issue of 
a particular director’s liability is that the 
law does not impose an unreasonable 
burden upon a director and that, if a 
director will but observe the rules and 
regulations he undertook to observe when 
he accepted the position and live up to 
the standard of a reasonably prudent 
man handling other people’s property, he 
need have no fear of personal liability. 
A director’s responsibilities and liabilities 
with respect to trust business are real, 
and they are to be taken seriously; but- 
they are not unreasonable or unduly bur- 
densome. To put it another way: The 
law does not impose upon a director any 
greater responsibilities or liabilities than 
a reasonable man has a right to expect . 
of the director of an institution to which 
he commits the settlement of his estate 
and the administration of trusts for the 
benefit of those who are nearest and dear- 
est to him.” 


More than this, it should be a source of 
satisfaction and pride to directors to bear 
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the responsibility for the performance of 
a necessary and beneficent social function, 
which is the case when they have prop- 
erly carried out their duties incident to 
the engagement by their banks in fidu- 


- ciary relationships. 


Delegation to Committees 


HE board of directors as a whole 

may delegate its duties with respect 
to trust business to committees of its 
members. Such delegation is practical 
and desirable from a procedural stand- 
point and allows full advantage to be 
taken of special qualifications of indivi- 
dual directors. The duties and responsi- 
bilities outlined in this article have, 
therefore, particular significance to mem- 
bers of a trust committee. Nevertheless, 
it should be borne in mind that, although 
directors may delegate their work, they 
may not delegate their responsibilities. 
There may well be, however, a variance 
in the degree of responsibility and liabil- 
ity, as it has been held that, as the dili- 
gence of a member of a trust committee 
is greater than a director non-member, 
the rule of their liability is, therefore, 
more strict. 

The writer has endeavored to focus 
attention on the responsibilities of direc- 
tors in connection with the operation of 
a trust department and emphasize their 
importance. In order to accomplish this 
purpose, a number of the most important 
responsibilities have been discussed in 
some detail and attention called to their 
possible personal liability in connection 
therewith. It should be pointed out, 
however, that it was not the intention 
to submit an exhaustive list of specific 
responsibilities and liabilities, and those 
discussed do not, therefore, purport to be 
all-inclusive. 


a a , 


Trust institutions controlled by Trans- 
america Corp. according to the latter’s an- 
nual report for 1943, are (with per cent): 


Central Bank, Oakland 95.95 
First Nat’l. Bank of Portland ____ 56.87 
First Tr. & Svgs. Bk., Pasadena ____ 97.53 
First Nat’l. Bank in Santa Ana 65.88 
First Nat’l. Bank of Nevada 99.17 
First Nat’] Bank of Arizona 41.73 
Phoenix Svgs. Bk. & Tr. Co. 
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New Guide To Trust Fees 


The “Guide to Trust Fees with Recom- 
mended Cost Accounting System” has been 
revised and republished by The Trust Divi- 
sion of the American Bankers Association. 
This edition, prepared by the Committee on 
Costs and Charges, is featured by the addi- 
tion of a suggested cost system for an in- 
dividual trust account in a small trusi de- 
partment. It retains practically all of the 
material of the three previous editions, in- 
cluding suggested schedules of fees for the 
various trust services, a cost accounting 
system for the trust department as a whole 
and one for individual accounts, and the 
application of the recommended system to 
nine trust departments. Copies, priced at 
$1.50, may be obtained from the A. B. A. 


0 


Remittances to Italy Permitted 


Facilities already established for living 
expense remittances to Sicily have now been 
extended to Sardinia and certain other parts 
of Italy controlled by the Allied forces. In 
addition to Sardinia and Sicily remittances 
may now be effected to the following main- 
land provinces: Cosenza, Reggio, Calabria, 
Potenza, Foggia, Bari, Brindisi, Catanzaro, 
Matera, Avallino, Taranto, Lecce, Naples, 
Salerno, and Benevento. 

The maximum amounts which may be 
remitted and the procedures to be followed 
are prescribed in the amendment to General 
License No. 32A issued March 30, 1944, by 
the Treasury. This amendment places into 
effect the same procedure as was estab- 
lished with respect to Sicily on February 7, 
1944, with the exception that remittances 
to the areas other than Sicily will be chan- 
neled through the Bank of Naples. 

The Bank of Naples is establishing cor- 
respondent relationship with certain banks 
in Boston, Chicago, Detroit, New Orleans, 
New York, Philadelphia, Pittsburgh and 
San Francisco. As in the case of remit- 
tances to Sicily, it will be necessary for the 
correspondent banks to be furnished with 
the name and address of the remitter and 
of the beneficiary and the amount of each 
remittance. The correspondent banks in 
the United States will forward payment 
instructions to the Bank of Naples by mail 
at monthly intervals and the Bank of 
Naples will make payments in lire to the 
beneficiaries. The regulations do not au- 
thorize the sending of checks, drafts, se- 
curities or currency to Italy. 
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For “careful management” to mean all 
it should, fiduciary institutions require 
the closest possible control of their se- 
curities investments. 

This is what the Kardex Visible System 
of Investment Control is especially de- 
signed to furnish. With its famous visible 
margin and graphic signalling features, 
Kardex ‘‘Fact-Power”’ reveals at a glance 
the vital facts about any security in the 
portfolio. It is clear in a matter of seconds 
which investments are selling above or 
below the price paid, with the difference 
indicated in points. Interest or dividend 


% 


LET US SHOW YOU 
complete details and sample 
forms used by many pro- 
minent institutions. Write, 
wire or phone our nearest 


ranch Office. 


COPYRIGHT, 1944 


dates, rates of yield, maturity dates, tax 
information. and other pertinent data 
complete the true “picture story” told 


by Kardex and its Graph-A-Matic 
method of administrative control. 

Kardex goes further. These detailed 
records of individual investments are 
summarized on control account cards 
according to class of investments, year 
of maturity, rate of yield, monthly in- 
come and other classifications. Officers 
have instantly available the condensed 
information needed for prompt, accurate 
decisions. 


SYSTEMS DIVISION 


REMINGTON RAND 


Buffalo 3, New York 
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CONDENSED STATEMENT OF CONDITION, MARCH 31, 1944 





ASSETS 
eee ee meee oneal fee WOmiee sc... 22 2..--- $142,693.297.32 
United States Government Obligations -___............- 496,748,718.90 
Stock in Federal Reserve Bank  _.......................-------- 999,000.00 
State, Municipal and Other Securities -................... 14,426,424.89 
ns con co cecccwecceecenbaens: 193,216,569.68 
EES I Eee 4,784,892.80 
I ERI NE UL Stas See eee Se See 902,795.58 
I Bn Seca wanonusenses 2,276,297.63 


Customers’ Liability on Acceptances -....................--- 25,728.76 
$856,073,725.56 


NS AE ET Oe Se A Ee $ 13,800,000.00 
Surplus and Undivided Profits _..............-................ 10,736,288.85 
Reserve for Contingencies -..........................-..---------- 2,175,504.88 
I er a occa cewickccccnes 11,000,000.00 
Retirement Fund for Capital Notes -......................... 2,000,000.00 
DEPOSITS 

ee eee eee $399,366,707.79 

U. S. War Loan Deposits -....... 106,355,421.89 

PE hse 281,575,176.09 

Estates Trust Department .... 15,879,627.84 

Corporate Trust Department .. 5,934,729.54 809,111,663.15 





Accrued Tanes, imterest,.cte. .......................-.-..2......- 3,946,065.91 
Ee EE Se Peace a ae 3,278,474.01 
Acceptances Executed for Customers -..................---- 25,728.76 


$856,073,725.56 


Contingent Liability on Loan Ccmmitments—$30(,824,628.01 


United States Government Obligati-ns carried at $155,236,776.40 are pledged to secure 
U. S. War Loan Deposits and other public funds and for other purposes as required 
or permitted by law. 


We welcome individuals and corporations 
seeking new or additional banking services. 


50 YEARS OF BANKING USEFULNESS 
46 Convenient Offices 


Out-of-town: 


Bedford - Lorain - Painesville - Willoughby 





Member: Federal Deposit Insurance Corporation Federal Reserve System 
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WORK SIMPLIFICATION SYSTEM 


How Employe Suggestions Streamline Trust Operations 


JOHN E. O’LOUGHLIN 
The Northern Trust Company, Chicago 


NSTALLATION of an employe 

suggestion system has provided 
the stimulus for many worth while 
suggestions affecting the operational 
phase of our Trust Department. 
Since every person is more familiar 
with the details of his own duties 
than is a supervisor with an over-all 
perspective he is a natural source of 
sound criticism in matters affecting 
his own job. That, at least, has been 
our experience, and the volume and 
quality of the suggestions submitted 
would substantiate this belief. 

Our institution has been at some pains 
to stimulate the thinking of its people 
along these lines. At the time the sug- 
gestion system was started, a series of 
work simplification meetings were in- 


augurated to give some idea of what 
could be accomplished by an alert-minded 
staff. These sessions were arranged by 


our Research Division. Its members and 
certain other men in executive positions 
around the Bank addressed the meetings, 
indicating generally some methods of ap- 
proach that would be helpful in produc- 
ing sound suggestions. Small depart- 
mental groups comprised the audience of 
these symposiums, which were held until 
the greater part of the staff had been 
given an opportunity to participate. 

Cash awards are offered for all sugges- 
tions accepted. Each year several hun- 
dred ideas are contributed by members 
of the staff, of which some 35% are use- 
ful and usable. A good proportion of 
these concern techniques of the Trust De- 
partment. A few of them are set forth 
below: 


Investment Reviews 


VERY trust account is reviewed at 
least once a year. The review is pre- 
pared by a section of our Trust Account- 
ing department and sent to our Trust 


Investment division for examination by 
the investment reviewer handling the ac- 
count and concerned with preparation of 
suitable comments and investment plans 
as they are called for. The comments 
and plans are approved by the head of 
the Trust Investment division and by the 
Trust Administrative officer in charge of 
the account and then submitted to the 
Trust Investment Committee at its week- 
ly meeting. The Investment Committee 
approves, disapproves or modifies the 
comments and plans and a week later the 
entire review is submitted to the Execu- 
tive Committee of the Board of Direc- 
tors for final approval. 

The reviews formerly contained a cover 
page and an outline sheet; a schedule of 
assets prepared by our machine record 
division, and two other sheets: the In- 
vestment Review Summary (Form 4), 
and Recommendations of the Adminis- 
trative Division and the Trust Investment 
Division (5). 0s 

The Cure: Under the new arrange- 
ment the latter two have been combined 
into the sheet headed, “To the Executive 
Committee, The Northern Trust Com- 
pany” (6), with the information sum- 
marized on the front and back of the 
page. 

It will be readily seen that since five 
copies of the Investment Review itself 
are prepared and eight copies of the 
form 6 addressed to the Executive Com- 
mittee, a large amount of extra typing 
was involved in the duplication of in- 
formation as between forms 4, 5 and 6. 
This was eliminated by the combination. 
In the case of complicated investment 
plans extending over two or more pages, 
the saving in typing and in paper hand- 
ling is considerable. Under the new sys- 
tem forms 4 and 5 are eliminated en- 
tirely and after the review has been con- 
sidered by the Trust Investment Com- 
mittee and the Executive Committee, 
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copies of form 6 are inserted as the last 
page in the Investment Review itself 
thereby constituting part of the perman- 
ent record, showing not only the sum- 
mary of assets of the account on the front 
side of the page but also the comments 
or investment plans submitted to and ap- 
proved by the Investment and Executive 
Committees on the reverse side. 


While the changeover in system in- 
volved a number of mechanical adjust- 
ments or difficulties, it was found well 
worth while in the resultant saving in 
typing and in time. 


Interest Collections 


NOTHER suggestion had to do with 
the control exercised over bond in- 
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terest collections for the various accounts, 
which falls into three groups: 


1. The machine records division pre- 
pares a two-part ticket, the carbon being 
the vault cutting copy. Coupons are de- 
tached and placed in envelopes. 

2. The original of the ticket goes to 
the coupon collection division which ob- 
tains the coupons upon surrender of these 
credits. The credits are subsequently 
turned over to the trust teller who puts 
them through to the customers’ accounts 
as the interest falls due. 

3. The third control is the subject of 
the suggestion. Formerly the machine 
records division prepared a copy of the 
tabulating master card on the first day 
of the collection month. As the coupons 
were paid and credited these auditing 
“proof” cards were pulled from file, the 
remainder representing delinquent bond 
interest. 


The Cure:*It was suggested that in- 
stead of a special reproduction of proof 
cards a list be prepared and the income 
as credited be checked off the list. Open 
items on the list are then checked against 
the unused cash cards of the machine 
records division and the unused credit 
tickets of the trust teller. These open 
items represent delinquent bond interest 
and are investigated by the auditing 
staff. The value of the suggestion lies 
in the elimination of an extensive card 
file run each month, the freeing of ma- 
chines at a peak period of the month, 
saving in cost and in time of operators, 
and simplification of auditing control 
over income due to trust accounts. 


Tax Returns 


rE HIS suggestion pertains to the prep- 

aration of Schedule B (Stocks and 
Bonds) of the Federal Estate Tax Re- 
turn, in accordance with the Optional 
Valuation provision, Section 811(j) of 
the Internal Revenue Code. The prac- 
tice had been to fill in the description of 
the securities, the values and sources on 
mimeographed forms prepared in the 
Bank. Now a copy of the inventory is 
used, with date-of-death values on one 
side of the page, optional values on the 
other. Under the new procedure the 
same schedule can be used for Inheri- 
tance Tax Returns, Federal Returns on 


TRUST OPERATIONS 


the date-of-death basis, and Federal Re- 
turns on the optional basis. 

The adoption of this suggestion has 
saved time and effort in the preparation 
of the rough draft of the Federal Estate 
Tax Return; has simplified the job of the 
stenographic section in following the de- 
scription of the securities; and lessened 
the possibility of errors in copying by 
the originator of the return. 


How the Plan Works 


HE above examples are random 
choices from a large number of sug- 
gestions affecting Trust Department 
operations and are, of course, peculiar to 
our own procedure. What is significant 
is the number of ideas submitted and the 
good quality of the suggestions. While 
none of them will, of itself, effect a great 
economy, the cumulative value is consid- 
erable, particularly in manpower saving. 
The mechanics of the system are sim- 
ple. Two wooden boxes are placed in 
easily accessible spots in the Bank, to- 
gether with a supply of printed forms 
containing a coupon which may be de- 
tached when the blank is filled out. It is 


optional with the employe whether he 
signs his name or merely identifies his 
authorship by means of corresponding 


numbers. Actually, more than 90% of 
the suggesters sign their names. (See 
telescoped version of front and back of 
form. ) 

The Secretary collects the forms and 
summarizes them for the consideration 
of the department head concerned. This 
person reviews the suggestion and sends 
his comments back to the Secretary who 
presents his findings weekly to the Sug- 
gestion Committee. This Committee 
consists of the Vice President in charge 
of personnel, a representative of the 
Comptroller’s Department and two other 
officers, together with the Secretary. 
Other individuals may be included from 
time to time to pass upon the merits of 
any suggestion that may fall within their 
special provinces. 


Results of Mutual Benefit 


FFICERS are never eligible for 
awards. Supervisors are not eligible 


when their own divisions are affected. 
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THE NORTHERN TRUST COMPANY 
EMPLOYE’S SUGGESTION BLANK 


NN socks cceatonacs cece 
To: The Suggestion Committee 
I submit the following suggestion 
I believe the adoption of this suggestion will 
I believe it can be accomplished by 


It is not necessary to sign your name to this 
suggestion unless you care to do so. Be sure 
to retain the stub. 


Name __... Department Division 


If additional space is needed, write on reverse side of 
this form or attach a plain sheet of paper. If pos- 
sible complete process chart on back of this sheet. If 
your suggestion makes any reference to one of the 
company forms, give both the number and title of the 
form and attach a sample. If a design or sketch is 
submitted, use separate sheet of paper. Be specific 
and give complete details. 


Date Received 


Detach and retain this stub. It identifies you as the 
one submitting the suggestion of corresponding num- 
ber. Watch periodic bulletins for communications 
from the Suggestion Committee. An award will be 
made according to the value of the suggestion. 





PROCESS CHART 


DATE 








SUBJECT CHARTED CHARTED BY 


OPERATION CHART NO. 





DEPARTMENT SHEET NO. OF. 


CHART SYMBOLS:- O =OPERATION. TRANSPORTATION 
C] =INSPECTION V = STORAGE 


METHOD 
PROCESS DESCRIPTION 




















However, they both receive honorable 
mention. Once a month awards are dis- 
tributed and bulletins issued describing 
the suggestions that have been accepted 
during the period, the amount of the 
award and the name of the suggester. 
Each employee is given a copy of the bul- 
letin. It constitutes the Secretary’s ac- 
counting and is a stimulation to others to 
start thinking along the same lines. 
There has been another aspect to the 
working of the suggestion system—a 
morale factor apart from the cash value 
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of the awards involved. Employes feel 
that their alertness has received recog- 
nition, both from their immediate super- 
iors and from their associates, through 
the publicity given in the bulletin regard- 
ing their suggestions. 


Mr. Robert Saer of the research divi- 
sion of the Bank recently produced a 
color sound film, “War on Waste,” which 
was shdéwn to the entire staff. The mono- 
logue accompanying the picture was writ- 
ten by Second Vice President J. Mills 
Easton. This movie shows some of the 
ways in which suggestions have been 
adapted to bring about operating econo- 
mies and has been extremely effective in 
demonstrating to our own people meth- 
ods of simplifying techniques and pat- 
terns in the operating end of trust work. 


In addition, every appeal is made to 
the staff to become suggestion-conscious. 
Generous cash awards are, of course, the 
prime inducement. Division heads and 


~~ 


PARKE-BERNET 
GALLERIES - INC 


30 EAST 57TH STREET, NEW YORK 


* 
Y/ ublic yee Fle 
in the 
Settlement of Estates 


APPRAISALS FOR TAX 
AND OTHER PURPOSES 
Consultation Invited 


Plan submitted without 
obligation 


—_——oeoeooooeoeeer 


HIRAM H. PARKE, President 


Orro Bernet, ARTHUR SWANN, and 
Lesue A. Hyam, Vice Presidents 


Epwarp W. Keyes, Secretary and Treasurer 


POBBRBR BABEL DA BA OLE LO DLA OOLOL BLOOD 000—00—" 
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supervisors work out the details with any 
person who may have the outline of a 
sound idea but lack the knowledge to 
supply the details. Our experience has 


(a (2 


Profit Sharing for Bank 
Employees 


The profit sharing plan established two 
years ago by the Peoples-Pittsburgh Trust 
Company is described in the March issue of 
Banking by Vice President John Kinneman, 
Jr. Previously, there existed a schedule of 
commissions allowed to employees for ob- 
taining new business, and a year-end bonus, 
but it was felt that a wider incentive pro- 
gram was necessary to reward all employ- 
ees and officers. 


The plan provides for distribution of 40% 
of the bank’s earnings over $600,000 and up 
to $800,000 a year to employees whose base 
salaries are $250 a month or less. Higher 
salaried personnel and officers do not parti- 
cipate until earnings exceed $900,000. Dur- 
ing the first year, profit sharing payments 
averaged about 9%; in 1943, 11%. 


The plan has been successful, says Mr. 
Kinneman, because it is fair to employees 
and its formula is easy to understand. Such 
a plan constitutes good employee relations 
and even better public relations. The War 
Labor Board looks with favor upon such 
plans as this which are fair and equitable. 


0 


Improving Employee Relations 


One of the most popular mediums em- 
ployed to tell employees about the company 
and its problems is the employee magazine, 
according to a survey of over 500 companies 
conducted by the Policyholders Service Bur- 
eau of the Metropolitan Life Insurance 
Company. The methods and media used to 
build better employee relations and an 
alert, loyal personnel are reviewed in the 
Bureau’s recently issued report, “Telling 
Employees About Their Company.” Includ- 
ed among the media used are special em- 
ployee magazine inserts, pamphlets and 
leaflets, letters to employees, interim reports 
on operation, charts and posters, illustra- 
tions, newspaper statements, courses for em- 
ployees and employee meetings and contests. 
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Germantown Trust Reports 
on Common Fund 


The third annual report of the common 
trust fund administered by the Germantown 
Trust Company of Philadelphia reveals that 
the income return for the year ended 
December 31, 1943, was approximately 4% 
gross and 3.90% net after Pennsylvania 
Personal Property taxes. The value of each 
of the 286,455 units outstanding on that date 
was $10.59 as compared with $9.59 a year 
previous. The fund as a whole had a value 
of $3,087,196, less $53,685 for accounts pay- 
able-securities purchased. The market value 
of the securities was close to $90,000 above 
cost price. 


The fund was invested as of the year-end 
as follows: 


Bonds: 
U. S. Govt. 
2 te 
Public Utility 


Preferred Stocks: 
Pane Umi : 
Industrial __._. aaa 


25.86% 
4.60 
9.61 


12.89% 
10.02 


Common Stocks: 
Railroad 
Public Utility 
Bank & Insurance ______._. 
Industrial 


Cash 


1.20% 

4.41 

5.30 
25.59 . 


52% 


A number of graphs show the growth in 
number of units, the quarterly market value 
and income per unit, and investments by 
categories. They add to the attractiveness 
of the booklet which was sent, in addition 
to the beneficiaries who have an interest 
in the Fund, to about 1,000 of the bank’s 
best customers. 
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Television Industry 


With thousands of engineers, technicians, 
mechanics, carpenters and other skilled 
laborers required to build television stations, 
and several times that number needed to 
manufacture receivers, there is every rea- 
son to believe that television in the post- 
war period will be a bigger industry than 
radio ever was. 


—DAVID B. SMITH, director of research, Phil- 
co Corp. 


Form of Business 
Organization 


Whether or not a business should shift 
from the corporate to partnership or indi- 
vidual type should be determined by the 
following major factors: 

1. The carry-over benefit provisions of 
losing tax years in existing tax legislation 
and the possibility of loss of these consid- 
erations through a change in type of organ- 
ization. 

2. A possible lessening of the burdens of 
taxation on the corporate form of business 
in the years ahead. There seems to be con- 
siderable discussion of the economic value 
of a lower tax rate on corporations in the 
post-war period as a premium or reward for 
fuller employment. 

3. The interest of stockholders and par- 
ticularly their limited corporate liability as 
distinguished from individual or partnership 
liability. 

4. The ease or facility for transacting 
business in the various types of business 
entities. This means an individual analysis 
of method of conducting business, product 
handled, territory served, etc. 

5. The regulatory laws affecting the dif- 
ferent types of business and their possible 
future trends. 

Very strong reasons will be necessary to 
make a change either advisable or advan- 


tageous. 
HENRY 
view of the 


HEIMANN in Monthly Business Re- 
National Association of Credit Men. 


Meet Archie’s Brother—The Cash-Roach 


The termites have a cousin, the “Squan- 
der Bug.” Termites will undermine a 
house, gnawing at its wooden underpinnings 
until it’s ready to topple. The “Squander 
Bug” uses the same system, chews your 
dollars until he undermines your savings, 
your security. But he can be exterminated. 
You can do it yourself—by investing all 
you can in War Bonds. 
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No. 2 in a series of messages presenting facts 
requested by Individual and Corporate Trustees regarding the 


FEDERAL SAVINGS and LOAN SHARE* 


How does the 
Insurance 


take effect ? 


= security of any individual investment 
up to $5,000 in any Federal is guaranteed by 
the Federal Savings and Loan Insurance Cor- 
poration. This instrumentality of the govern- 
ment, with assets 5.7% of estimated insurance 
liability (far stronger than comparable pro- 
tection), takes primary effect in three ways. 


First, its very existence tends to minimize 
“fear withdrawals.” Second, its strict require- 
ments and frequent examinations turn up 
weakness before most cases become stalemate. 
Third, as in 81% of the cases (including 
state-chartered assn’s.) it has acted upon, 
FSLIC helps the institutions work out of 
difficulty promptly and without forced re- 
ceivership. 


The insurance takes full effect upon ap- 
pointment of a receiver for liquidation. It is 


all but impossible for an association to 
“freeze” and avoid receivership (to our know- 
ledge no Federal has gone “on notice”) for an 
investor may force liquidation on _ broad, 
specific grounds. 


The insurance corporation is required to 
settle “promptly” and in each case has acted 
within a few weeks. The investor has an 
option to take an equal investment (up to 
$5,000) in another association where he can 
get his money, or to take 10% in cash and 
the balance in negotiable FSLIC debentures 
due in 1 and 3 years. 


Official data supporting the above state- 
ments, and information concerning the in- 
stitutions chosen by investors’ standards, may 
be secured from... 


ELECTED FEDERALS, Inc. 


135 South LaSalle Street 


Field Building ~- Chicago, Illinoi- 


A non-profit corporation created for your more convenient consider- 
ation of its members’ Federal Savings and Loan Shares as investments. 


* Noted as a he Recognized Investment with iy Fixed Value and 
tt Prompt, Favorable Yield plus “al Convenience. 





INVESTMENT SERVICE FOR TRUSTEES 


_ 


Independent Supervision for Account Groups 


The author of this article, who wishes to remain anonymous, bases his 
observations on his experience of some twenty years in the investment 


field.—Editor’s Note. 


N the problems of trust management, 

emphasis is shifting. The importance 
of efficient administration is, of course, 
not diminishing and the close questions 
of law and equity involved in so much 
trust work require as precise consider- 
ation as always. But investment diffi- 
culties are increasing. These have var- 
ied too widely to be effectively attacked, 
as yet, by cooperative effort; and chang- 
ing world conditions have brought into 
question many precedents which seemed 
inviolable fifteen years ago. 

A number of influences, which have 
every indication of growing stronger in 
the future, are forcing a change in in- 
vestment policy. An increasing number 
of trust instruments allows more latitude 
in the selection of investments. Govern- 
ment competition for real estate mort- 
gages is here to stay. The subsidizing 
of municipalities by the Federal Gov- 
ernment may continue after the war and 
prolong the present tendency of Federal 
financing to displace offerings by local 
municipalities. 

The decline in the number of locally 
controlled enterprises about which a 
trust officer can obtain first hand infor- 
mation is not likely to be halted. A 
decrease in the number of local invest- 
ments available for individuals also re- 


sults from these tendencies; and this 
shrinkage, combined with the increased 
interest in investments of national scope 
which seems virtually certain to follow 
the widening of community horizons in 
this war as in the last, points to a higher 
proportion of securities not subject to 
local investigation in estates entrusted 
to a bank’s care. 


Limitations of Present Aids 


HE tempo of economic changes 
greatly accelerated by a war which 
has many aspects of social revolution 
makes the problems of preserving capital 
in any form appreciably more difficult. 
It is no wonder that the task of the 
trust company unable to afford an ade- 
quate research staff is difficult. Mort- 
gages can be competently supervised and 
no one is better able to judge the value 
of local municipal bonds or investments 
in local enterprises than is the trust 
officer. But what about securities of 
companies which do a national or inter- 
national business? And what of the 
thorny questions of investment policy 
which involve international political and 
economic considerations? 
Recognized statistical services can be 
obtained at modest expense and as 
sources of information are valuable; as 
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are also the companion services which 
discuss financial conditions and the se- 
curities markets. Correspondent banks 
give helpful guidance, and, of course, the 
officers and directors of the trust offi- 
cer’s own bank supplement his personal 
study of financial conditions, of indus- 
tries, and of companies. There is a grow- 
ing opinion, however, that these sources, 
except in conjunction with a consider- 
able amount of independent research, are 
inadequate for today’s requirements. 


Preliminary Decisions 


HE basic question the trust officer 

must first settle does.not concern in- 
dividual securities at all. He must first 
decide what proportion of bonds, pre- 
ferred and common stocks will come 
closest to accomplishing the purpose for 
which the capital is being invested. The 
answer to that problem involves three 
steps: 

(1)—Estimating the risk of security 
investment in general by examining in- 
terest rates, comparative prices of bonds 
and stocks, and the various other condi- 
tions which make up the financial 
weather; 

(2)—Deciding on the diversification 
as to types of securities and as to indus- 
tries proper for an account in circum- 
stances roughly comparable with the one 
under consideration and; 

(3)—Adapting these findings to the 
particular requirements of the individ- 
ual fund. 

As to individual securities it is a 
problem of choosing a few issues he can 
feel fairly certain about rather than 
. letting his mind and his files become 
cluttered up with the casual opinions con- 
cerning an enormous number of secur- 
ities. 


Alternative Service 


ARIOUS attempts have been made to 

supply the help a trust officer needs, 
usually by employing investment advis- 
ory organizations to make periodic anal- 
yses of individual trust accounts or to 
keep them under constant scrutiny. Ob- 
jections to such schemes are fairly ob- 
vious. It is uncertain how much advice 
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on individual accounts a bank can use 
without danger that it may give the ap- 
pearance of improperly delegating its 
responsibility as trustee. An investment 
organization outside the bank naturally 
lacks a trust officer’s keen perception of 
the individual circumstances involved in 
a particular trust and liaison between 
the two organizations is a continuous 
problem. If all accounts are included 
the volume of detail makes the plan cum- 
bersome and expensive. If a few accounts 
are selected for review or supervision, it 
is highly questionable whether recom- 
mendations for these accounts should be 
applied to others. At best, benefits are 
hit or miss. 

Independent investment supervision 
on a fee basis, setting up and supervising 
a number of trust accounts which con- 
form to characteristics described by the 
trust officer as representative of groups 
of accounts under his charge, is the sug- 
gested alternative. No delegation of 
authority is implied; such demonstration 
portfolios are not intended to suggest a 
desirable position for any one trust or 
to substitute for the work now performed 
by the trust officer. They would show 
investment policy recommended for a 
group of trusts with common objectives. 


’ (See chart on page 394 as example.) 


The portfolio is supplemented with a 
longer list of bonds, preferred and com- 
mon stocks considered suitable for an 
account of this kind. As conditions re- 
quire, specific changes are recommended 
in the demonstration fund supported by 
a discusion of the reasons which prompt- 
ed them, accompanied by suggestions for 
corresponding eliminations or additions. 


Advantages of the Service 


BVIOUSLY an organization experi- 

enced in the many difficulties of 
portfolio management has no illusions 
about the possibility of demonstrating 
the perfect road to investment safety by 
means of specimen accounts. Such ser- 
vice is not a cure-all. It does, however, 
provide unequivocal expression of in- 
vestment opinions on the problems which 
a trust officer meets in his daily work 
by an experienced—and successful—or- 





INVESTMENT POLICY 





; KNowtepcE of individual 
securities backed by compre- 
hensive acquaintance with cur- 
rent market conditions is an 
indispensable adjunct to sound 


institutional investment. We 





offer these qualities to the in- 
stitutions and large investors 
whom we serve—plus a sincere 
interest in their individual 


problems. 


R.W. Pressprich & Co. 


68 WILLIAM STREET, NEW YORK 5 


201 Devonshire Street 744 Broad Street 
BOSTON 10 NEWARK 2 


Members New York Stock Exchange 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY, INDUSTRIAL BONDS 
AND INVESTMENT STOCKS 
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$100,000 fund for principal and one dependent; income requirements moderate; 
no other assets or sources of income. 


(These are not recommendations. Actual securities are used to illustrate the forms in 
which recommendations might be transmitted.) 
% of 
Market Total 
Amount Issue Price Value Fund Income* 


Cash $ 398.75 


BONDS — 25% high grade, 19% medium grade. 
Government 
$10,000 U. S. War Savings “‘G’’ 244s Lee 100 10,000.00 $250.00 


Railroad 
5,000 Canadian Pacific 44s, 1946 ........ 4,493.75 225.00 
Public Utility 
5,000 Illinois Bell Telephone 24s, 1981 ............ om 102 5,100.00 137.50 
5,000 Southern California Edison 3s, 1965 101 5,050.00 150.00 
5,000 Philadelphia Electric Co. 2%4s, 1971 .................. 100% 5,025.00 137.50 


15,175.00 5 425.00 

Industrial 
5,000 Bethlehem Steel 314s, 1952 10414" 5,212.50 175.00 
5,000 Shell Union Oil 2's, 1954 .............. . e 96% 4,837.50 125.00 


10,050.00 300.00 


Financial 
5,000 Beneficial Industrial Loan 24s, 1956 4,837.50 i 137.50 


PREFERRED STOCKS — 15% 
Public Utility 
50 shs. Ohio Edison $6 tid acta aboedicacee nite 95%, 4,787.50 300.00 
200 ” £4Pacific Gas & Electric 54% - 2 5,400.00 275.00 


10,187.50 575.00 


Industrial 
P. Lorillard $7 ai aaa 2 4,260.00 210.00 


COMMON STOCKS — 41% 
Automobile 
General Motors et ee Leacoddaiestes wee 30% 3,075.00 : 200.00 


Chemicals 
Dow Chemical i : So ee 2% 1,230.00 30.00 
Union Carbide & Carbon .... ae 3,700.00 150.00 


4,930.00 180.00 
Containers 
American Can Company .... = - 5 3,000.00 , 150.00 


Dairy Products 
National Dairy Products Be Aa 3 80.00 


Electrical Products 

General Electric oi 5 9 2,667.5 ‘ 140.60 
Metals 

International Nickel fecidoarcinmieiaecsataess: : 2,687.2 ‘ 200.00 
Oil 

Standard Oil of New Jersey = ee ‘ 4,175.00 100.00 
Texas Company : ; 3,950.00 200.00 


8,125.00 300.00 
Railroad 


Atchison, Topeka & Santa Fe ...........................- 27% 2,750.00 450.00 
II I on csincansnctnenassbssnisessresasncssees 34 300.00 


6,087.§ 750.00 


Retail Trade 
Montgomery Ward ............. eneeres 2,512.50 200.00 
F. W. Woolworth duchbihet savdsccmeciils 2,450.00 160.00 


4,962.50 360.00 


Tobacco 
ES EE EEE OL Ee ROT LE 3,750.00 250.00 


*Common stocks estimated. $100,000.00 100.0 $4,775.00 
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ganization in the business of investment 
management. The service not only ex- 
presses judgment definitely and in the 
most concise fashion ‘possible—“buy,” 
“sell”—but it assists in the adaptation of 
general conclusions to individual require- 
ments by narrowing opinions to groups 
of accounts with similar limitations. 

The operations of trust departments 
on present curtailed staffs and reduced 
budgets should be greatly assisted by the 
clear cut opinions regarding balance and 
the definite suggestions for industry di- 
versification and individual holdings 
which the supervision of typical port- 
folios would provide. The time required 
to analyze an individual trust should be 
materially shortened. The very con- 
siderable amount of effort devoted to 
searching for suitable securities should 
be reduced. Less time should be con- 
sumed in the miscellaneous financial 
reading made necessary because there 
is no recognized source of opinion re- 
garding balance, diversification and is- 
sues proper for accounts of a particular 
kind. 

The entire investment program pre- 
sented in rational, written form becomes 
part of the bank’s records, permanently 
available as a defense against any pos- 
sibility that the trustee’s judgment may 
someday be brought to question. Indeed, 
it seems not unreasonable that, short of 
an expensive research organization, 
some such arrangement as is described 
above might well indicate what a prudent 
man should require if confronted with 
a trustee’s investment responsibilities. 


Common Stock Dividend Record 


One hundred and twenty-four companies 
with stocks listed on the New York Stock 
Exchange have an unbroken record of cash 
dividends for the past 28 or more years, 
according to the current issue of The Ex- 
change. Of these, 35 have paid dividends 
every year for 50 or more years, beginning 
with the Pennsylvania Railroad in 1848. 
Railroads (including equipment companies 
and two shipping companies) are numerical- 
ly in the lead with twenty-three continu- 
ous payers, and ten public utilities, eight 
oil (including one supply) companies, and 
many other types of enterprise. 
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The Value of 
Experience 


In Moving Large Blocks 


of Securities 


Bh successful disposal of 
blocks of securities usu- 
ally requires extensive facili- 


ties plus the valuable quality 


of experience. 


We have been closely asso- 
ciated with secondary dis- 
tributions for many years 
and with special offerings 
since their inception. This 
provides us with that invalu- 
able sense of timing and 
“know how” that are of 
definite advantage in dispos- 
ing of blocks of securities of 
all types and sizes. 


Whether you have occa- 
sion now to seek such ser- 
vices for institutions, estates 
or large private investors, or 
expect to require them in the 
future, one of our executives 
specializing in such distribu- 
tions would be glad to un- 
dertake to assist you. Related 
consultations are, of course, 
strictly confidential. 


MERRILL LYNCH, 
PIERCE, FENNER & BEANE 


Underwriters and Distributors of 
Investment Securities 


Brokers in Securities and Commodities 


70 PINE STREET 
NEW YORK 5, N. Y. 


Branch Offices in 85 Cities 
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Trend Toward Broadening Investment Powers 


‘6 N the United States we are beholding 

the - devotion of a very consider- 
able part of the national ‘capital’ 
to private and public trust purposes. It is 
a question of great importance whether 
that aggregation of capital is to be frozen 
in a ‘static’ condition, or whether it is to 
be given a ‘dynamic’ role to perform in the 
further development of the nation’s re- 
sources, whether in short, it is to play its 
proper share in our American system of 
free enterprise. .. . We think that Amer- 
ican trust funds are increasingly ‘dynamic.’ 


“Until the advent of the twentieth cen- 
tury the division of the American States 
between the Massachusetts Rule and the 
New York or so-called “legal list” rule ap- 
peared to be about even. The tide has now 
turned, however, and is running strongly 
toward a sound liberalization of trustees’ 
investment powers. The Massachusetts In- 
vestment Rule is increasingly popular. The 
equity participation has not only earned 
its place in the American fiduciary port- 
folio, but is doing an ever larger part of 
the task of providing for American widows 
and children... . 


“It has now become apparent to profes- 
sional trustees that the yield under the 
Massachusetts Rule is materially higher 
than under the New York Rule, and this 
difference has been accentuated by a tre- 
mendous shrinkage in the amount of so- 
called ‘legal’ investments. In New York 
State alone the volume of ‘legal’ invest- 
ments declined from $7,600,000,000 in 1931 
to $2,580,000,000 in July 1939. During this 
period of decline an artificial pressure pro- 
duced by the competitive scramble for the 
relatively few ‘legal’ securities increased 
their prices and reduced their yields to a 
distressingly low level. . . . While the types 
of securities legal for fiduciary investment 
and their yields were steadily shrinking, 
the demand for fiduciary investment outlet 
was constantly increasing. ... 


“For a variety of reasons instruments 
allowing broad powers to the trustee did 
not suffice to solve the problem. In cases 
where the trustee either did not have broad 
powers, or if he had them, was hesitant to 
exercise them, the income beneficiary was 
suffering seriously. 


“Connecticut adopted the Massachusetts 
Rule by statute in 1939. Missouri took a 
notable step forward by court decision in 


1940. New Hampshire greatly broadened 
its long established rule in 1941 ... The 
Trust Division of the American Bankers 
Association, in 1942, (published) a model 
statute designed to enact the Massachusetts 
Rule ... This statute was drawn by Mayo 
A. Shattuck of Boston ... In 1943 the legis- 
latures of Delaware, California and Minne- 
sota passed the model statute either in its 
original or modified form. In Texas, where 
a comprehensive Trust Act was passed in 
1943, the Committee has announced its in- 
tention of urging the next legislative as- 
sembly to include the Model Statute in the 
framework already passed and designed to 
receive it. There is similar activity in 
Pennsylvania and in Illinois. In Nebraska 
the list of permitted investments has been 
broadened to include preferred stocks and 
common stocks in specified percentages... . 


“Tt is fortunate for our country that there 
has been a break in the ranks of the states 
which formerly followed the New York 
Rule. It is likewise fortunate that trust 
instruments are giving to fiduciaries more 
and more discretion, irrespective of statu- 
tory provisions, in their choice of invest- 
ments. It is not proper, of course, to permit 
speculation by trustees unless the creator 
of the trust desires speculation. But enter- 
prise capital is the lifeblood of the nation 
and the increased investment of American 
trust funds in enterprise capital by pur- | 
chase of the shares of seasoned corporations 
is vital to our continued prosperity.” 

From 1943 annual report of Massachusetts In- 
vestors Trust. 


—————0 


Legal List and Conservatism 


“It does not take legal lists and legal 
restrictions to make a bank conservative— 
it requires management, judgment and ex- 
perience. Our success has been at least 
partially due to the lack of investment re- 
strictions. We are steeped in conservatism. 
Today we have a ratio of Governments and 
Cash to Deposits of 101.43% (with bonds 
at book); 104.90 (at par); 107.39 (at mar- 
ket).”—Brison C. Tucker, vice president, 
Eutaw Savings Bank of Baltimore. 


O—-—--—- 


Standard Oil Co. of California and the 
Texas Co. hold Saudi Arabian oil conces- 
sions.in the amount of 278,272,000 acres. 
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Important points to consider if you plan to sell 


LARGE BLOCKS of SECURITIES 
FOR ESTATE TAXES 


You, as executor or trustee, may now be con- 
sidering the sale of a sizeable block of listed 
or unlisted securities for estate taxes. 

Whether or not the market in the particular 
security is active or thin, it may be advanta- 
geous to dispose of it through one of the 
methods which have been successfully devel- 
oped to meet today’s conditions. 

Smith, Barney & Co. has no preconceived 
preference for any particular method. From 
actual experience, however, it is in a position 
to recommend the proper procedure for your 
individual case—in short, the method which 
should result in realizing the maximum pro- 
ceeds. 


A letter or telephone call will bring a per- 
sonal consultation with one of our partners 


SMITH, BARNEY & CO. 


Members New York Stock Exchange 
14 WALL STREET, NEW YORK 5 


522 FIFTH AVENUE, NEW YORK 17 
PHILADELPHIA : CHICAGO 

















Portfolios of Investment 
Companies 


Oil stocks lead those of all other indus- 
tries in popularity as investment company 
holdings at the present time, as shown by a 
study of 1943 year-end portfolios issued by 
the National Association of Investment Com- 
panies. Standard Oil Co. of New Jersey is 
the most widely held issue. Utility stocks 
as a group, including both preferred and 
common issues, are close runners-up. 

The 10 most widely held stocks on Decem- 
ber 31, 1943, among 90 portfolios analyzed, 
were the following: 


Funds 
Holding 
Stock 


Shares 
Held 


331,446 
328,325 
230,984 
182,825 
317,100 
277,276 
223,030 


Name of Stock 


Standard Oil of N. J. 
Montgomery Ward 
General Motors 
Chrysler 
International Nickel 
Texas Company 
General Electric 
North American Co. 1,361,180 
Socony-Vacuum 790,280 
American Gas & Electric 381,100 


This list, the Association points out, does 
not necessarily represent the issues which 
investment companies are currently pur- 
chasing. 

Mining company issues, which were sec- 
ond only to oil stocks four years ago, have 
declined more than 50% in the total amount 
held by a representative group of funds. 
Substantial decreases in holdings of chem- 
ical stocks, steels, aircraft and electrical 
equipment manufacturers have also taken 
place. However, signs that some invest- 
ment companies are renewing their interest 
in certain stocks in these groups have ap- 
peared recently. 


LAND TITLE 


BANK AND TRUST COMPANY 


PHILADELPHIA 


MEMBER FEDERAL DEPOSIT INSURANCE JRPORATION 
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Large increases in holdings over the four 
years have been in railroad bonds (princi- 
pally defaulted and second-grade issues), 
utility holding company preferreds, bank 
and installment finance company, food, bev- 
erage and motion picture company securi- 
ties. 


Industrial Corporation Earnings 


Annual reports of leading manufacturing 
companies reflect rising industrial costs at 
a time when the rate of increase of indus- 
trial production was tapering off toward the 
close of the year. Reports for 730 com- 
panies so far published for the full year 
1943 indicate combined net income after 
taxes and reserves of approximately $1,137 
millions, an increase of 2 per cent over 1942, 
compared with an increase of 13 per cent 
in the first nine months of the year, as 
shown by tabulations of quarterly reports. 


Practically all companies experienced ad- 
vances in costs, but those still having large 
increases in volume of sales were able to 
offset these additional charges. Many 
manufacturers, however, reported actual 
curtailment in volume, due to changing 
needs of the war effort and to effects of 
priorities and scarcities of materials. While 
earnings on a _ consolidated basis were 
slightly in excess of 1942, the number of 
companies showing decreases exceeded those 
showing increases in the ratio of approxi- 
mately four to three. 


The steel industry presents an outstand- 
ing example of the effects of rising costs 
against ceiling prices last year. There was 
an increase of 3 per cent in ingot produc- 
tion to a new high record, an increase of 12 
per cent in wages and salaries paid, and a 
decrease of 7 per cent in the net income of 
30 leading companies. 


Other important groups showing lower 
net income last year included food pro- 
ducts, cotton goods, paper and paint, while 
those showing increases included beverages, 
rubber products and petroleum refining. 


For most companies, the 1943 earnings 
are subject to the renegotiation of govern- 
ment contracts, which may reduce the earn- 
ings finally realized. While many compan- 
ies have set up reserves against estimated 
refunds, such reserves may or may not 
prove adequate. 


From National City Bank Bulletin, March 1944. 
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Banks — 1944 


An illuminating survey of the asset and 
earnings position of 139 representative 
banks throughout the country has been 
prepared by Merrill Lynch, Pierce, Fenner 
and Beane. Attractively presented, the 
booklet, entitled “Banks—1944,” briefly ap- 
praises the record of each bank. 

A large proportion of the comments re- 
flects the role of trust departments in these 
institutions. Forty-six of the 139 mention- 
ed trust activities, with the references rang- 
ing from mere mention to such statements 
as “trust operations have been more im- 
portant in U. S. Trust activities than bank- 
ing.” Of the sections into which the sur- 
vey groups the banks, Northeast—with 29 
out of 51—leads in number and percentage 
of institutions citing trust services. 

The introduction points out the following 
trend: “Among the old line banking ser- 
vices, trust departments were slightly more 
profitable as rates were adjusted to sounder 
levels. New advances in this field are ex- 
pected through broader legalizations of 
‘common trust funds,’ which cost consider- 
ably less to operate than numerous ind1- 
vidual small trusts.” 


ee 


FUTURE OF INTEREST RATES—The 
present pattern of interest rates will no 
doubt be maintained for the duration of the 
war. In view of the probable changes in 
1944, such as the reduced rate of increase 
in bank deposits and money in circulation, 
and the possibility that later on money in 
circulation may actually begin to decline, it 
is reasonable to assume that reserve re- 
quirements will not be reduced in 1944. 

There is little doubt that the Government 
and the Federal Reserve System will at- 
tempt to maintain substantial stability in 
long-term rates for some years after the 
war. It seems highly improbable that 
the Government would permit any material 
decline in the prices of its securities dur- 
ing the period of adjustment when the re- 
funding problem is great and the necessity 
for maintaining a high degree of confidence 
is so essential. Costs to the Government 
and risks involved for both the Government 
and the banking system would be too great. 
In their own interests the banks will prob- 
ably give full support and cooperation to 
the Government in its efforts to maintain 
stability in the prices of its securities. 


Bankers Trust Co., Review of 1943 and Outlook 
for 1944, 
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Capital Gains to Supplement 
Dividends 


Under present tax laws, capital gains can 
mean more to substantial stockholders than 
dividend income alone, states H. D. Comer 
in the March issue of The Exchange. Many 
conservative investors in equities purposely 
ignore fluctuations of prices, he says, but 
the “question may be advanced whether 
business-like management of capital is ade- 
quately served without . attention to 
price trends.” 


“Whether capital gains are sought to be 
realized and to be subject, therefore, to 
taxation, or are allowed to accrue indefinite- 
ly, the stockholder’s intent in seeking them 
is to manage his funds so that a larger 
result would ensue than dividends, alone, 
would produce,” Mr. Comer asserts. Taking 
Standard Oil of New Jersey as an exam- 
ple, he points out that the net capital gain 
over the ten years from 1934 to the end 
of 1943 averaged only 2% a year, although 
this stock had an average yearly market 
fluctuation of 52% (from the low of one 
year to the high of the next). The 30 in- 
dustrial stocks used in the Dow, Jones 
average had a year-to-year average fluc- 
tuation of 74%, but the yearly average 
price gain was less than 4%. 


These figures show, Mr. Comer writes, 
that “investors who buy stocks for dividends 
and maintain their position for very long 
periods are, in effect, riding an elevator 
to an unstudied destination. They do not 
get out at any price ‘floor’ but keep on 
traveling—up and down—a_ tremendous 
total distance before a small aggregate net 
price appreciation accrues, if any.” 


An inquiry to the Equitable 
about the business side of 
Delaware trusts, will bring 
out-of-state trust institutions 
the facts—promptly. 


okti hy .4:38- 
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CURRENT FEDERAL TAX NOTES 


PETER GUY EVANS 


Certified Public Accountant (N. Y. and N. J.): Member of New York Bar: 
Lecturer on Taxation at Rutgers and Columbia Universities 


Supreme Court Decision 


Estate tax—validity of state law in 
community property state. An appeal 


was made from judgment rendered by 
Louisiana Supreme Court which held that 


wife’s half of community property was 
not subject to State inheritance tax due 
from estate of deceased husband. Un- 
der the State law, there may be levied an 
estate tax equal to the credit of 80% al- 
lowed under the federal estate tax pro- 
visions (Revenue Act of 1926) for taxes 
paid to the states. Section 811 (e) of the 
I.R.C., as amended by the Revenue Act 
of 1942, however, provides for the impo- 
sition of federal estate tax on all the 
community property of a decedent and 
surviving spouse, except such portion as 
was derived from compensation or sep- 
arate property of such surviving spouse. 
In effect, the State Court’s decision (203 
La. 649) holds that the previously men- 
tioned section is unconstitutional. The 
U. S. Supreme Court dismissed the ap- 
peal for want of jurisdiction and held 
that the question of validity was not de- 
cided by the State Court. J. H. Flournoy 
v. Wiener, U.S. S.Ct., No. 252, Feb. 28, 
1944, 


Court Decisions 


Taxability of estate income during pro- 
cess of administration. As independent 
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executrix of her deceased husband’s es- 
tate, taxpayer is not taxable on estate 
income not distributed to her or applied 
to her benefit. The estate was in process 
of administration and consequently the 
income reported by the estate belonged 
to it and not to the taxpayer. A. E. Mas- 
terson v. Commr., C.C.A.-5, Mar. 3, 1944. 

Proceeds under matured endowment 
policies held includible in gross estate. 
Insurance company retained amounts 
payable under five matured endowment 
insurance policies, wherein the insured 
reserved a reversionary interest if he 
survived his wife and daughters. The 
Court held that under the Hallock rule 
such amounts were properly includible 
in the gross estate. H. L. Schultz, Exec. 
v. U. S., C.C.A.-8, Feb. 24, 1944. 

Irrevocable trust subject to grantor’s 
modification held not subject to estate 
tax. In 1922, the decedent transferred 
property in trust, for ten years, for the 
benefit of his wife with remainders to 
his children. He expressly surrendered 
all right and power to amend, modify or 
revoke, in whole or in part, except to 
postpone distributions to children in 
event his wife predeceased him. He pre- 
deceased his wife. The Court held that 
the property so conveyed was not subject 
to estate tax. Helvering v. M. Tetzlaff, 
Exec., C.C.A.-8, Mar. 1, 1944. 





LAW AND TAXES 


Income, tax—incomplete gifts of stock. 
Taxpayer endorsed stock certificates, col- 
lected the dividends himself and did not 
transfer the shares on the books of the 
company. The Court held the dividends 
on these shares taxable to the donor as 
he retained incidents of ownership and 
kept the income. R. C. Coffey v. Commr., 
C.C.A.-5, Mar. 7, 1944. 

Estate tax—deduction allowed for 
amounts due as endorser and co-maker 
of son’s notes. Money was borrowed for 
corporate purposes on notes signed by 
son and endorsed by decedent, and also 
signed by decedent as co-maker with son. 
Decedent also furnished the collateral for 
notes. Although the son was primarily 
liable on the notes, the Court held that 
the amounts of the notes were deductible 
from the gross estate, as the right of the 
estate against the son was worthless. 
Commr. v. S. H. Wragg, Admr., C.C.A.-1, 
Mar. 6, 1944. 

Gift taw—beneficiary’s surrender of in- 
terest in trust held taxable. In 1932, 
grantor, with  beneficiary’s consent, 
amended trust instrument giving him the 
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right to all the income. The beneficiary 
ingeniously argued that she merely exer- 
cised an option not to accept income, and 
that is not making a gift, but merely 
choosing not to accept it. The Court 
held that in surrendering her vested 
right to the trust income, the beneficiary 
made a gift of the value thereof to the 
grantor of the trust. C. J. H. Cerf. v. 
Commr., C.C.A.-3, Mar. 10, 1944. 


Estate tax—funds in decedent’s safe 
deposit box, earmarked for another, held 
taxable. Upon decedent’s death, his safe 
deposit box revealed sealed envelope con- 
taining $25,000 in U. S. bills. Although 
envelope was earmarked for friend, facts 
revealed that funds were placed therein 
by the decedent within two years of death 
with the intention that same should be 
turned over to the friend at his death. 
The Court held that these funds were in- 
cludible in the gross estate because the 
“oift” was made in contemplation of 
death, with postponement of possession 
and enjoyment until after death, and was 
revocable by decedent. Wahl, et al. v. 
Sheehan, U.S. D.C. E.D. of Mo., Jan. 26, 
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Ancillary Administration 


This bank, one of New England’s old- 
est and largest, is thoroughly qualified 
by experience to provide ancillary ad- 


ministration in Massachusetts. 


TRUST DEPARTMENT 


The National 
Shawmut Bank 


40 Water Street, Boston 


Member Federal Deposit Insurance Corporation 


Your 


VVVVVSSCSESISSGSSESCOSGGSG SoS 





402 


1944. (The State Court of Missouri held 
that there was a valid inter vivos gift 
and that the envelope belonged to the 
named friend. The Federal Court held 
that it was not bound by such finding.) 
Taxation of insurance proceeds—Tax 
Court’s treatment not reviewable. Tax- 
payer took out an annuity contract and 
two single payment life insurance poli- 
cies. The Commissioner determined a 
deficiency by claiming that the payments 
received under each of the contracts must 
be included as a part of the taxpayer’s 
gross income. The appellate court ruled 
that the Tax Court’s holding that the 
three contracts were separate transac- 
tions, even though they were executed 
between the same parties on the same 
day, is not reviewable where there is no 
“clear-cut mistake of law.” Here the 
Court follows the principle enunciated in 
Dobson v. Commr. Consequently, only 
the amounts received under the annuity 
contract were partially includible as tax- 
able income. Helvering v. E. E. Mere- 


dith, C.C.A.-8, March 11, 1944. 
Deductibility of claim against estate 
arising in divorce proceeding. Ex-wife’s 


claim under divorce decree of Nevada 
Court was deductible from the gross es- 
tate. The divorce decree approved and 
adopted the separation agreement which 
had been previously entered into by the 
parties. The decedent.was a resident of 
West Virginia at the time of his death. 
The Nevada divorce decree was effective 
and enforceable in his State. The Court 
said the claim was deductible under the 
statute, because it was allowed by the 
State laws, where the estate was being 
administered. B. Fleming, Jr. v. Yoke, 
U.S. D.C., N.D. W. Va., Civil No. 31-F, 
Jan. 11, 1944. 

Transfer of life insurance policies held 
made in contemplation of death. Dece- 
dent prior to 1918 took out life insurance 
policies, and prior to irrevocably trans- 
ferring them in 1932 to trustees bor- 
rowed their maximum loan value. These 
policies constituted the sole assets of 
the trust. Premiums were paid either 
by decedent or by loans secured by trus- 
tees. Since the transfer was motivated 
by decedent’s desire to avoid estate taxes, 
the Tax Court held that such transfer 
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was made in contemplation of death and 
the proceeds of the policies were proper- 
ly taxable as a part of decedent’s gross 
estate. F. A. Vanderlip, Est. v. Commr., 
3 T.C. No. 44, Feb. 24, 1944. 


Rulings, News, Etc. 


Decedent’s last return. T. D. 5306, (is- 
sued Nov. 19, 1943) gives the due dates 
for filing final returns of decedents as fol- 
lows: For fractional part of a year be- 
ginning in 1943 and ending in 1944, or 
beginning in 1944 or subsequent years, 
the due date is the 15th day of the sixth 
full calendar month following the close 
of the fractional part of the year. 


The Revenue Act of 1943 restores the 
full exemption credit for decedent’s final 
return, even though it covers a period of 
say six months. Likewise the estate 
would be entitled to a full exemption of 
say $500 for the other six months. 

Pension Trusts and Form 1041. Com- 
missioner Nunan advises that penalty 
will not be asserted where untimely fidu- 
ciary return (Form 1041) is filed after 
pension plan is abandoned or where plan 
does not meet with the requirements un- 
der Section 165 of the I.R.C., prior to 
December 31, 1944. 

Employee’s annuities—taxation. A 
ruling was issued with regard to the 
treatment for income tax and estate and 
gift tax purposes, of employee’s annui- 
ties. It was ruled that where the em- 
ployee accepted reduced monthly retire- 
ment so that an annuity at one-half rate 
could continue to his wife after his death: 


(1) Provisions of Sec. 22 (b) (2) (A) 
govern and employee must report 3% of 
his cost until such time as he recovers his 
full cost. After recovering his cost, he 
must report full amount as taxable in- 
come. 

(2) If wife survives husband, who has 
recovered his cost of annuity, then she 
must report full amount. 

(3) Since employee reserved right to 
change beneficiary of his annuity con- 
tract, the “gift” to the wife being in- 
complete at time of such change, is not 
subject to gift tax. 

(4) Consequently, such a transfer is 
includible in employee’s gross estate. 
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PRACTICAL PHASES 


ERE are some important notes 

picked up by Edward Friedlander 
(New York Bar) listening to a three-day 
series of conferences on Section 165 at 
New York University in December. Tax 
men on the program included Denis B. 
Maduro, Chauncey A. Newlin, Sidney A. 
Gutkin, Samuel J. Foosaner, John W. 
Drye, Jr., Thomas N. Tarleau, David B. 
Chase, and Adrian W. DeWind, Senior 
Attorney of the Legislative Counsel’s of- 
fice. The meeting helped clear up a great 
many problems in practice. That was in 
part due to the ability of Mr. DeWind to 
produce what he called “a very cloudy 
crystal ball.” In part, too, it was due to 
substantial contact by the speakers with 
Treasury officials in review of trusts sub- 
mitted for clients. This is a report of a 
few of the comments recorded. 


Gutkin expressed the opinion that dis- 
cretionary powers relating to the extent 
of a beneficiary’s benefits, forfeitures, 
etc., in either the employer, trustees, or 
pension committees should be avoided. 
His experience is that they lend them- 
selves to discrimination. He argued that 
new trusts should not provide for them, 
and old trusts should be amended to re- 
move them; otherwise one should be pre- 
pared for a disapproval. Another lec- 
turer pointed out that discretionary pow- 
ers, such as the right to determine 
whether the annuity policy be assigned 
to the beneficiary or surrendered and the 
cash paid instead, are all right. 


Maduro stated that a provision that on 
the termination of a trust, payment shall 
first be made to pensioners and the bal- 
ance, if any, to participants, not as yet 
receiving a pension, is bad. That, he be- 
lieves, may be held discriminatory in 
favor of executives or highly paid em- 
ployees, who, under most plans, are older 
men and the first to retire. 


Conditional contributions paid to trus- 
tees, subject to their reversion to the em- 
ployer, in the event of the Commission- 


Reprinted from “The Tax Clinic,” edit- 
ed by J. K. Lasser, in March issue of 
The Journal of Accountancy. 


OF PENSION PLANS 


er’s disapproval of ‘the trust under Sec- 
tion 165, are permissible according to 
Newlin. They should not, however, be 
conditioned on approval under Section 
23 (p) or 23 (a), since the Commissioner 
will rule solely upon the trust’s qualifica- 
tions under Section 165. Sections 23 (p) 
and 23 (a) are matters that must await 
the eventual audit of the employer’s re- 
turn. 


Test of Permanency 


According to DeWind, one of the tests 
of the Treasury in examining trust plans 
for qualification is to review the history 
of the company. If an early termination 
may be anticipated based upon its prior 
financial records, then such an overambi- 
tious plan may be regarded as discrim- 
inatory. That seems to put the burden 
of proving ability to carry forward with 
the plan in a postwar period on the em- 
ployer establishing the trust. Obviously 
it was aimed at war plants adopting plans 
in this year. 


Maduro, looking at this same problem 
prospectively, emphasized the fact that 
the requirement for permanency of a 
trust will prove a bugaboo in the future, 
if the plan is terminated in a few years. 
If it then appears that at the time of its 
establishment there was little likelihood 
that the employer would be in a financial 
position to continue the payment of the 
contributions as required under the plan, 
the Commissioner, having the benefit of 
hindsight, can deny an employer the de- 
ductions for contributions made to the 
trust in prior years. If, however, the plan 
was not an overly ambitious one, and 
termination results from business neces- 
sity, prior deductions for contributions 
made will not be disturbed. He stressed 
conservatism as the watchword. 


DeWind suggested that the Treasury 
is going to watch closely the termination 
of trusts after the war. It may well 
charge discrimination exists in some 
cases. That might be avoided, it was in- 
timated by Foosaner and others, through 
the immediate vesting of all benefits even 
in the case of profit-sharing plans. 





Avoiding Discrimination and 
Estate Tax 


To avoid a charge of discrimination in 
favor of executives, stockholders, high 
salaried or supervisory employees, Foos- 
aner advanced the idea that contributions 
for their benefit be based on a compensa- 
tion ceiling, lower than the actual com- 
pensation paid to such persons; or if in- 
surance as well as annuity benefits are 
provided in the trust, that they pay for 
the insurance benefits themselves and the 
company contribute merely the amounts 
required for the annuity premiums. 

Where insurance benefits are included 
in a trust, he believes that the employee 
should not be given the right to exercise 
options. There is a danger that if op- 
tions are retained, the insurance may be 
includible in the pensioner’s estate under 
Section 404 of the 1942 Revenue Act. 
Also, insurance benefits should be made 
payable to the trust for distribution to 
the pensioner’s estate or his named bene- 
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ficiaries, rather than directly to his estate 
or beneficiaries. The reason is the same. 


Integration 


DeWind’s “cloudy crystal ball’ re- 
vealed that benefits need not be based 
upon average annual wages. He inti- 
mated that approval would be had if 
benefits were based on the average of the 
ten years of highest earnings. This is 
an extremely liberal attitude on the part 
of the Treasury since it recognizes the 
possibility of decreasing earnings with 
advancing age. 

Is integration and correlation with 
Social Security benefits required in pro- 
fit-sharing trusts? In the case of pen- 
sion trusts, where the $3,000 salary line 
is specifically drawn, or where through 
other qualification requirements, there is 
in effect a $3,000 salary line, is integra- 
tion and correlation with Social Security 
mandatory? Any question (as a result of 
the Conference misunderstanding) as to 
the Treasury position is settled by a let- 
ter from DeWind to the editor. The 
Treasury insists upon integration in all 
trusts. But profit-sharing plans that 
give major weight to years of service ap- 
parently are in for difficult times. They 
should probably be based on salaries of 
employees only. 


DeWind suggested that the integration 
requirement has generated more heat 
than light, and according to Tarleau, it 
was not altogether of the Commissioner’s 
making. Presumably the Congressional 
committees are at least partially in ac- 
cord with the provision of the Regula- 
tions. 


Rights of Employer 


Does the employer’s power to borrow 
from the trust change the character of 
the trust from one for the exclusive bene- 
fit of the employees? One visitor con- 
tributed the fact that the Bureau has 
approved a trust containing such a pro- 
vision, where it was subject to the prior 
consent of the beneficiaries. Another 
added that investments may be made in 
the employer’s securities, if desirable and 
possible under local law and not specifi- 
cally prohibited in the trust. However, 
he noted that before investing there 
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should be full disclosure to the Commis- 
sioner. 

If employees in the armed services are 
eligible as beneficiaries under an employ- 
ee-contributing plan, Drye pointed out 
that they must be included in the total 
number of employees to determine 
whether the 70 per cent of the employees 
are eligible. This naturally tends to in- 
crease the size of the 80 per cent of the 
70 per cent (the 56 per cent rule), who 
must avail themselves of the trust 
provisions in order that the plan may 
qualify under Section 165. 

Live Alone and Like It, a best seller a 
few years ago, espoused the doctrinaire 
of single-blessedness, but the wisdom 
thereof escaped many. Gutkin pointed 
out that it took the Treasury to produce 
firm and convincing evidence to that ef- 
fect. Its formula for integration with 
Social Security in a $3,000 line-employ- 
ee’s trust is premised on 150 per cent of 
primary insurance benefits under Social 
Security. In other words, this disregards 
the fact of whether or not an employee 
is wed to a wife 65 years or over, at the 
time of his retirement. 


Further Limit on Deductions? 


A hint was dropped by several speakers 
that, despite the statutory limitation of 
deductions, this may be further limited 
where stockholder-beneficiaries are in- 
volved. Thus, the belief abroad is that 
the Treasury is likely to rule that the 
maximum deduction to the employer for 
stockholders will be limited to the differ- 
ential between the tax saving to the em- 
ployer by reason of the contributions and 
the increased amount of income tax pay- 
able by the stockholder-employees had 
their portion of the contributions been 
paid to them in the form of dividends. 


Tax practitioners, who by now have 
grown accustomed to constant scene 
shifting in tax statutes and regulations, 
and their respective amendments and 
modifications, can look forward with ecs- 
tasy to a period of quiet repose as to 
these sections. It was broadly intimated 
that for the nonce no further experimen- 
tation in statutes or regulations with re- 
gard to pension and profit-sharing trusts 
is contemplated. 
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Chase pointed out that the Treasury 
has no fixed formula for contributions 
that may be allocated to the higher paid 
officials. That denies the theory that 30 
per cent to 50 per cent is all they may 
have. All the limitations depend upon 
the plan itself. Apparently some plans 
with more than 40 per cent (Gutkin) 
have been approved. 


Varying Benefits 


Newlin urged caution in granting com- 
mittees or similar bodies the authority to 
grant additional benefits or to vary the 
mode of paying benefits. That might en- 
danger qualification because the Treas- 
ury will be unable to tell how the plan 
will work in practice. It might be used 
in favor of higher paid people. He also 


pointed out that the Bureau might view 
with a jaundiced eye any provision which 
calls for payment first to those on pension 
rolls in the event of a termination. That, 
too, might be discriminating. 

Some plans might call for reduction of 
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compensation for employees who desire 
to work after reaching retirement age. 
Newlin felt that a plan might not be for 
the exclusive benefit of employees if they 
had their salary cut in order to take down 
pension benefits, merely because they con- 
tinued work. 

Chase pointed out that the Treasury 
favors as a basis for participation in the 
contributions, the use of a ceiling lower 
than the total compensation paid to each 
of the few top men. Or in the alternative, 
it likes the elimination of bonus payments 
from total compensation, where the prac- 
tice of giving bonuses is not of long 
standing. Either of those, all other things 
being equal, will serve to convince them 
that the trust is not for the benefit of 
highly paid employees exclusively. How- 
ever, observe that the use of the latter 
will affect all employees who receive bon- 
uses, irrespective of their compensation. 
That, in some instances, will work more 
disadvantageously to the lower paid em- 
ployees. 


Forfeiture 


Drye indicated that forfeitures, partial 
or total, are permissible, provided the 
basis therefor is reasonable.- In other 
words, merely by way of illustration and 
not as a limitation, disloyalty to the com- 
pany, insubordination, etc., are good and 
sufficient reasons for full or partial for- 
feitures. Something less than that might 
justify partial forfeitures, as for exam- 
ple, the voluntary resignation of an em- 
ployee. If partial forfeitures are pro- 
vided, a sliding scale was recommended 
by several authorities. It might‘be based 
upon the employee’s years of service with 
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the company since becoming a beneficiary 
and with no forfeiture after five years. 


Foosaner feels that there is no more 
important clause in the trust indenture 


‘than that which deals with the non-for- 


feitability of the rights of the employees. 
The law, he pointed out, provides that if 
a contribution is to be deductible with 
respect to a given employee, under a plan 
which does not qualify, the rights of that 
employee must be non-forfeitable at the 
time that the contribution is made. The 
employer seeks to accomplish two differ- 
ent things. First, he wishes to deprive 
the employee of benefits where there is 
justifiable cause therefor. Second, he 
wishes to get the largest possible tax de- 
ductions for contributions to the pension 
trust as provided by Section 165. To ac- 
complish both these objects, he should 
consider the advisability of making the 
employee’s rights non-forfeitable for the 
first few years of the life of the trust. 


If this is done on a non-discriminatory 
basis, within those few years the employ- 
er will have an opportunity to ascertain 
whether or not its plan qualifies. If the 
plan does not qualify, the employer will 
get the deduction because the employee’s 
rights were non-forfeitable when the con- 
tributions were made, and if it does quali- 
fy, it will be entitled to the deduction for 
those few years, but not thereafter. 


Distribution of Profits 


Friedlander drew the following as the 
consensus of the earliest date distribution 
might commence under salary stabiliza- 
tion administration of profit-sharing 
trusts: 
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Earliest Date 


Distribution 
May Commence 


Event 
forthwith 
forthwith 


a. Death 


. Retirement at a_ suitable 
age (about 60) 


-. Retirement as a result of 
mental or physical disabil- 
ity of a permanent nature 


forthwith 


. Illness forthwith 


. Entry into armed service forthwith 
accompanied by resignation 


. All other severances from 
employment 


g. All other cases 10 


ciary 


forthwith 


years from 
date employee 
became a benefi- 


Maximum Rate of 
Distribution Allowable 


in full 


in full 


in full 


in reasonable sums over the pe- 
riod of illness commensurate 
with the medical expenses 


in full 


in instalments over a minimum 
period of 5 years from severance 
date, the maximum in any one 
year not to exceed 20 per cent of 
the employee’s net credit balance 
before the application of any for- 
feiture provisions. 


in equal instalments over a mini- 
mum period of 10 years there- 
after 


Several men indicated that where a profit-sharing trust has been approved 
by the Salary Stabilization Unit, it will ipso facto be approved by the National 


War Labor Board. 


Pension Plan Draftsmanship 


Greater care and better draftsmanship 
in preparing pension plans were urged by 
the Sub-Committee on Pension Trusts of 
National Association of Life Underwriters 
in its report to the Association’s mid-year 
meeting in Buffalo. C. Preston Dawson of 
New York is chairman of the committee, 
who commented: 

“With the assistance of qualified repre- 
sentatives from the industry and especially 
from its qualified actuaries, it should be 
possible to formulate criteria for satisfac- 
tory plans which will be easily understood 
and thus avoid the speculation about ap- 
proval which now deters many. employers 
from initiating such plans. Uncertainties 
have prevented some companies from writ- 
ing contracts in furtherance of plans and 
have deprived employes of the benefits 
which employers would have gladly extend- 
ed to them if the employers and the com- 


panies with whom they would like to deal 
had the opportunity of proceeding with as- 
surance that their objectives would be ob- 
tained without incurring the danger of 
severe practical penalties in the event of 
failure. 

“The Commissioner of Internal Revenue 
has indicated that the special ruling section 
set up by him for the review of pension 
plans has received for consideration a large 
number of plans, of which a sufficient num- 
ber have been reviewed to indicate that a 
large percentage of the plans submitted are 
faulty. 

“This is deplorable for it retards favor- 
able action on proper cases. Greater under- 
standing of the law and regulations on the 
part of life underwriters, lawyers and trust 
officers, combined with greater care in the 
design and draftsmanship of their plans, is 
much to be desired.” 
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RECENT FIDUCIARY LEGISLATION 


OLLOWING is a digest of 1944 leg- 

islation affecting fiduciaries in addi- 
tion to statutes previously reported 
(Feb., p. 212; March, p. 320) : 


Kentucky 


Two measures previously reported as 
pending have become law. One deals 
with the appointment of an interim trus- 
tee to administer the affairs of a missing 
serviceman until official confirmation of 
death (or continued existence). The 
other enacts the Uniform Stock Transfer 
Act. 


New Jersey 


Ch. 21: When no subscribing witness 
to the will of a member of the armed 
forces is available in the State to prove 
the will, the document shall be admitted 
to probate upon proof of signature of the 
testator by any two persons except bene- 
ficiaries thereunder, provided that the 
will has an attestation clause and the sig- 
natures of two witnesses, and provided 
further that the will would be admitted 
upon proof of their signatures in case 
the witnesses were all dead. 


New York 


Ch. 138: A testamentary trustee who 
has not been awarded receiving commis- 
sions by a decree prior to Sept. 1, 1943, 
may be awarded commissions to which 
he would have been entitled for receiving 
principal under the law prevailing prior 
to that date (when the new fee statute 
took effect). A decree awarding such 
commissions must be made not later than 
March 31, 1946. (This Act is intended 
to correct the inequality under the 1943 
statute whereby a trustee who was not 
. awarded commissions prior to Sept. 1, 
1943, was not entitled to a lump sum for 
receiving commissions subsequent to that 
date, whereas a trustee who has been 
awarded commissions theretofore has 
had the benefit of a lump sum payment. 
This discrepancy was unjust because un- 
der the 1943 law principal commissions 
are computed on an annual basis in the 
ratio of 110% of income commissions. ) 


Ch. 139: <A testamentary trustee may 
retain commissions on income and prin- 
cipal provided that at or before the time 
of such retention he shall have furnished 
the income beneficiaries and such persons 
interested in the principal as have re- 
quested the same, a statement showing 
the income collected and the commissions 
so computed. The trustee shall also fur- 
nish a copy to persons interested in the 
principal who thereafter request it. 


The provision in the 1943 statute au- 
thorizing the surrogate to award a trus- 
tee extraordinary compensation has been 
repealed. 


The total principal commissions re- 
ceived by a trustee, before or after Sept. 
1, 1943, shall not exceed 6% of the prin- 
cipal valued at the time of receipt of 
principal. (This includes additions to 
principal but not increases in value, 
whether realized or not.) If there are 
two trustees, the ceiling shall be 5% 
each; if three or more trustees, 4%. 


Ch. 141: This is identical with Ch. 
139 but applicable to trustees of ex- 
pressed (living) trusts. 


Ch. 158: The quarterly valuation re- 
quired for common trust funds shall be 
made on or as of the “last business” days 
of January, April, July and October, 
rather than the 15th. 


Ch. 189: The statutes relating to com- 
pensation of substitute fiduciaries for 
fiduciaries in war service are amended 
to make proper reference to the new fee 
schedule for trustees. 


Ch. 172: Where a testamentary dis- 
position depends upon the time of death 
of two or more beneficiaries designated 
to take alternatively by reason of sur- 
vivorship and there is no sufficient evi- 
dence that such beneficiaries have died 
otherwise than simultaneously, the prop- 
erty shall be divided into as many equal 
shares as there are alternative bene- 
ficiaries and such shares distributed re- 
spectively to those who would have taken 
the whole property in the event that the 
designated beneficiary through whom 
they take had survived. 
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Ch. 215: Corporate trustees of living 
trusts, with consent of any individual 
fiduciary, may register securities in the 
name of a nominee. Individual trustees 
may direct a bank to do likewise. (This 
authority has been enjoyed by testamen- 
tary trustees since 1939.) 

Ch. 128: The Supreme Court may 
use discretion in granting an order en- 
joining waiver, modification, extension or 
agreement relating to mortgage invest- 
ments by fiduciaries. 

Virginia 

S. B. 61: Powers of appointment, 
broadly defined (similar to Federal 
Treasury Regulations), may be released 
in whole or in part as to property sub- 
ject thereto, permissible objects thereof 
and other respects. 

H. B. 98: A_ testamentary paper 
executed subsequent to Oct. 1, 1940, by a 
person in military service, purporting on 
its face to be witnessed as required by 
the wills statute, upon proof of the tes- 
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tator’s signature by two disinterested 
witnesses, shall be admitted to probate. 


Bar Committee Chairmen 


The recently published American Bar 
Association Directory for 1943-1944 lists 
the following chairmen of committees of 
the Probate and Trust Law Divisions: 

Improvement of Probate Statutes: R. G. 

Patton, Minneapolis 
State and Federal Taxation: 
Nossaman, Los Angeles 
State Legislation Affecting Trusts and 
Estates: Emerson R. Lewis, Chicago 
Trust and Probate Decisions: William 
F. Reeve, III, Philadelphia 
Trust and Probate Literature: 
Lacovara, New York. 


Walter L. 


P. Philip 


(1) 


Hubert D. Henry, our legal editor for 
Colorado, has been appointed Assistant At- 
torney General and assigned to the State 
Inheritance Tax Department. 
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Decisions 
LEGAL CONTRIBUTING EDITORS 


Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were reported by these attorneys, for their respective jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 

COLORADO: Hubert D. Henry—Attorney-at-law, Denver 

ILLINOIS: R. J. Frankenstein, Jr.—McDermott, Will & Emery, Chicago 

INDIANA: John A. Alexander—Hammond, Buschmann, Roll & Alexander, Indianapolis 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

NEBRASKA: Frank D. Williams—Cline, Williams & Wright, Lincoln 

NEW JERSEY: Samuel J. Foosaner, Counsellor-at-law, Newark 

NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 

WISCONSIN: Ralph M. Hoyt—Shea & Hoyt, Milwaukee 


The complete roster of editors appears in July and January. 





Charitable Trusts — Application of Cy 
Pres Doctrine 


Nebraska—Supreme Court 
School District No. 70 v. Wood, 13 N. W. (2d) 158. 


Bequest of fund to trustee to be paid 
public school district on death of testator’s 
wife, and when fund reached $50,000.00 for 
erection of school house. In lifetime of 
wife, existing school house was destroyed 
by fire and district constructed a new build- 
ing. In action in 1942, to obtain payment 
from the trustee, the heirs contended that 
the gift of fund reverted to the estate. The 
decree was for the school’ district. 

HELD: Cy pres’ doctrine applies. 
“Where a definite charity is created, failure 
of particular mode by which its dominant 
purpose is to be effected will not defeat the 
charity.” 

eS 


Distribution — Construction Against In- 
testacy — Where Last Survivor of 
Life Tenants Dies Without Issue 


Massachusetts—Supreme Judicial Court 

Old Colony Trust Co. v. Molleson, 1944 A.S. § 

March 1, 1944. 

X bequeathed the residue in trust to pay 
the income to his wife for life. On her 
death the trust was to continue for the 
benefit of the children then living and issue 
of deceased children, the latter taking by 
right of representation, during the lives of 
the children, and, in the case of issue, until 
the issue reached 21. On the death of any 
of the children who survived the wife his 
share of the principal was to go to his is- 


sue, and if he left no issue, to be added to 
the shares in the hands of the trustees and 
held for the same purposes as the other 
funds in their hands. 

All six of X’s children survived him and 
his wife. Two later died leaving issue, to 
whom their shares were paid. Three others 
died leaving no issue, and in accordance with 
the will these shares continued in trust and 
the income was paid to the sixth and last 
child, a daughter, who thus was receiving 
four-sixths of the income. Then she died 
without issue. It thus became impossible 
to comply literally with the terms of the 
will. 

HELD: The funds remaining in the 
hands of the trustees did not go as intestate 
property, but went by right of representa- 
tion to the lineal descendants of the testator 
living at the death of the last child. The 
testator did not intend an intestacy, but did 
intend his estate to go to his lineal descen- 
dants, although he expressed it inadequate- 
ly. 

(sane a () 
Distribution — Spendthrift Clause Con- 
strued to Deprive Beneficiary’s Estate 
of Right to Income Accrued to Date of 

Death, Unless Beneficiary be Living 

at Date Fixed for Payment 


Illinois—Appellate Court 
Cowdery v. Northern Trust Co., 321 Ill. App. 243. 


Settlor by agreement and will created 
certain trusts for his widow and children. 
Both trusts contained a spendthrift clause 
which provided, in part, that none of the 
beneficiaries should have any power “to 
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encumber or anticipate the income there- 
from or any part thereof, nor shall any 
such beneficiary have any control over said 
income or any part thereof until after the 
actual receipt thereof by such actual bene- 
ficiary thereof hereunder; and none of the 
income arising therefrom shall ever at any 
time or in any part be subject to the claims 
of creditors of the respective beneficiaries 
thereof.” 

A construction suit was filed and while 
there were several issues in the case, it is 
believed the only one of general interest 
here was as to whether the accrued but 
undistributed income in the hands of the 
trustee at the death of the widow should 
be paid to her estate. 


HELD: The terms used in the trust in- 
struments went farther than the mere pro- 
tection of the beneficiary during her life- 
time. They excluded control of such income 
by any beneficiary until the same is actual- 
ly received by the beneficiary, and bar 
claims of creditors after, as well as before, 
the death of the beneficiary. The bene- 
ficiary’s estate is not entitled to such ac- 
crued income. 


a 0 


Distribution — Trust Income Earned 
During Probate 


California—District Court of Appeal 
Estate of Hardy, 62 A. C. A. 1105 (Feb. 18, 1944). 


HELD: Although under rule of Estate 
of Platt, 21 Cal. (2d) 343, (March 1943 
Trusts and Estates 298), income earned by 
a testamentary trust during period of pro- 
bate belongs to equitable life tenant, such 
income is not, in the absence of conditions 
justifying, and order authorizing, partial 
distribution, distributable to life tenant 


prior to distribution of trust estate to 
trustee. 





ee 


Expenses — Allocation of Cost Where 
Litigation Involves One of Several 
Beneficiaries — Construction of Re- 
mainder as Vested 


Massachusetts—Supreme Judicial Court 
Barker v. Monks, 1944 A.S. 287; March 3, 1944. 


The will created a trust to pay the in- 
come to the testator’s children, and if any 
died his share to his children if he left any; 
and if not, then to the other children “until 
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the decease of all my children, I then order 
and direct that my trustees *** shall make 
over and convey all my estate equally to 
my grandchildren.” Testator had seven 
children, all of whom survived him. Six 
later married and five had children. At the 
death of the last survivor of the children 
there were eight living grandchildren. Eight 
other grandchildren had previously died. 


HELD: There was nothing in the case to 
take it out of the rule in favor of constru- 
ing remainder interests as vested, and ac- 
cordingly all the grandchildren took vested 
interests as rapidly as born, subject to open 
up and let in afterborn grandchildren. The 
estate should be divided into 16 equal shares. 


As to one of the grandchildren who died 
before the death of the survivor of the 
children, leaving a son, his estate was all 
tied up in litigation because of an alleged 
void marriage, a will contest, etc. It was 
accordingly held that payment of his share 
could be withheld until the litigation was 
disposed of. The probate judge had author- 
ized the trustees to reserve $25,000 as a 
provision against the expenses of the litiga- 
tion, pending or future. 

Construing this order to mean reserving 
it out of the general fund, the court held 
that as the litigation involved that one share 
only its expense should be charged to that 
share. The trustees’ charges for services 
in connection with the present proceeding 
and other matters involving the trust as a 
whole should be made in their subsequent 
accounting. 

The share of the deceased child so with- 
held should include the income on the share 
of his father from the latter’s death to the 
termination of the trust. 

(NOTE: . The opinion contains a good 
discussion of rules of construction and es- 
pecially of the so-called “divide and pay 
over” rule.) 


0. 





Expenses — Attorney's and Guardian's 
Fees in Proceeding to Resign as Trus- 
tee Payable Out of Trust Fund 


Wisconsin—Supreme Court 


Uihlein v. Albright, 12 N. W. (2d) 909 (Feb. 15, 
1944). 


Plaintiff, one of the trustees of a living 
trust, presented his resignation to his co- 
trustees after serving for thirty-five years, 
and thereafter brought an action against 
the remaining and successor trustees and 
all the beneficiaries of the trust for ap- 
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proval of the trust accounts during his 
period of service and for his discharge 
from further liability. A guardian ad 
litem was appointed for minor beneficiaries 
of the trust. The trust instrument recog- 
nized the right of the trustees to resign, 
and provided a method of appointing suc- 
cessors. Section 221.25, Wisconsin Statutes, 
authorizes the presentation of trustees’ 
resignations to the circuit court and the 
acceptance thereof on such terms as the 
rights and interests of: the beneficiaries 
may require. No objection was made to the 
accounts, and the court entered judgment 
approving them and discharging the plain- 
tiff. The defendants appealed from a por- 
tion of the judgment directing that the 
plaintiff’s attorney fees in the action and 
the fees of the guardian ad litem be paid 
out of the trust estate. 

HELD: There can be no question of a 
trustee’s right, upon his own motion and 
for his own protection, to present his ac- 
counts to the court and secure approval 
thereof. Whether a resigning trustee’s at- 
torney fees in a proceeding for approval of 
his accounts, and the fees of the guardian 
ad litem appointed in such _ proceeding, 
should be allowed and ordered paid out of 
the trust estate depends on whether the 
resignation is justifiable. The fact that the 
present plaintiff did not comply with the 
statute authorizing the presentation of 
resignations to the court—in which case the 
court’s power to fix the terms of acceptance 
would impliedly include the power to allow 
attorney fees—should not prevent the ac- 
complishment of the same result in connec- 
tion with subsequent approval of a justi- 
fiable resignation not presented to the court. 
Under the evidence in this case the plain- 
tiff had ample reason for desiring to be 
relieved of further service, and the allow- 


413 


ance made by the court was proper. The 
defendants’ appeal is so wanting in merit 
that the plaintiff is further entitled to the 
allowance, by the trial court, of his reason- 
able attorney fees and costs upon the ap- 
peal. 


(Q——--—-———_ 


Expenses—Estate of Wife Liable for 
Funeral Charges 


Colorado—Supreme Court 


Vetting, Admr. v. John M. Kefover, 


Decided Jan. 31, 1944. 


Estate of 
#15216. 


Decedent’s husband paid decedent’s fun- 
eral expenses before discovery of a will 
which virtually disinherited the husband. 
Upon probate of will and appointment of 
administrator with will annexed, husband 
filed a claim for reimbursement for the 
funeral expenses paid. 

HELD: The estate of a married woman 
is liable for her funeral expenses, as be- 
tween the estate and her husband. 


a, 


Insurance — Liability and Property — 
Duty of Life Tenant to Insure Prop- 
erty Against Fire — Right to Proceeds 


Massachusetts—Supreme Judicial Court 
Converse v. Boston Safe Deposit & Trust Co., 
1944 A.S. 297; Feb. 28, 1944. 


X devised real estate to her husband for 
life and upon his death to her two daugh- 
ters and the survivor for life and on the 
death of the survivor of the daughters to her 
oldest grandson then living in fee. X had a 
son, one of whose children was the oldest 
living grandson when the survivor of the 
life tenants died. During the life of one of 
the daughters, Mrs. C, who occupied the 
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property under an arrangement with her 
sister, the property was destroyed by fire. 
There were eight insurance policies, all paid 
for by Mrs. C. Two were payable directly 
to C and collected by her. The other six 
were payable to the “Devisees under the will 
of X.” Checks were made out in that form 
and endorsed by the two life tenants and 
the grandson. Mrs. C put the money in her 
general funds under an arrangement with 
her sister, not communicated to the grand- 
son. The grandson made no demand on his 
aunt until after she and her sister both 
died, when he learned for the first time that 
the insurance proceeds had not been segre- 
gated. He then brought suit in equity 
against the executors of both Mrs. C and 
her sister. 


HELD: In the absence of a provision in 
the will imposing an obligation on her Mrs. 
C was under no obligation to insure the 
property, and if she insured it in her own 
name she could collect and keep the pro- 
ceeds. 


Part of the insurance was to the “De- 
visees under the will of X.” The grandson 
came within that description, whether his 
interest be regarded as vested or contingent. 
He was accordingly entitled to that propor- 
tion of the proceeds that the amount of his 
loss bore to the total loss sustained by all 
the parties. Mrs. C became a debtor to him 
for his share in the proceeds. No trust was 
created whereby proceeds were substituted 
for the property in the absence of any 
agreement between the parties. Hence as 
an ordinary creditor, having allowed 9 years 
to go by without bringing suit, his claim 
was barred by the statute of limitations. 
He had no claim against the other life ten- 
ant, since she collected no part of the pro- 
ceeds. 
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Investment Powers — Court*Order Ob- 
tained Without Notice No Protection 
to Fiduciary — Liability of Successor 


Nebraska—Supreme Court 
In re: Phillips’ Guardianship, 13 N. W. (2d) 99. 


On application to the probate court, guar- 
dian was authorized to invest in first mort- 
gage. Order was made without notice. On 
resignation of guardian, his successor con- 
tinued to hoid the mortgage and on fore- 
closure a loss resulted. 


HELD: 1. Order to invest made with- 
out notice “to those interested” was not 
binding on the ward. 

2. The successor is liable for failure to 
require a proper accounting from the guar- 
dian who made the unauthorized invest- 
ment, 


0 


Powers — Successor Fiduciary — Right 
of Substitute Trustee to Exercise 
Power to Transfer Principal to Bene- 
ficiary 

New York—Court of Appeals 


Matter of Fox, decided Jan. 13, 1944, New York 
Law Journal, Feb. 9, 1944. 


The testator created a trust of which his 
son and only child was the sole life bene- 
ficiary. -The two trustees named by the 
testator were also authorized “if in their 
discretion they so deem it advisable for his 
good and benefit”—to transfer to the son 
stated portions of the principal of the trust 
when he attained the age of thirty, thirty- 
five and forty years. The two original 
trustees resigned. 

HELD: A substituted trustee has the 
right to exercise the discretionary power. 
This conclusion is supported by inferences 
reasonably to be drawn from the fact that 
when the will was executed, less than a 
year before the testator’s death, the son 
was eighteen years of age and the two 
trustees were respectively fifty-one and 
fifty-seven. The testator’s manifest inten- 
tion was to assure for his son an additional 
provision dependent on the circumstances 
of his life. A contrary conclusion is not 
to be drawn from a statement in the will 
that “these payments are to be made only 
at the discretion of my trustees heretofore 
named” nor from a direction that on the 
death of the son, who was not married when 
the will was executed, the principal of the 
trust fund, or the remainder thereof, should 
be paid to the son’s widow and issue. 
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Real Property — Incidence of Carrying 
Charges on Unproductive Property 


Wisconsin—Supreme Court 


Estate of Trowbridge, 13 N. W. (2d) 66 (Feb. 15, 
1944). 


The testatrix devised her real estate to 
trustees with directions to sell it and de- 
vote $50,000 of the proceeds of the real 
estate in excess of $50,000, to a nephew. 
The real estate being unproductive, the 
executor obtained an order from the court 
authorizing the use of funds from the resi- 
duary estate to pay the taxes and carrying 
charges until the real estate could be sold. 
When finally sold, it brought less than 
$50,000, and the residuary legatee there- 
upon petitioned the court for an order re- 
storing to him the amounts advanced out 
of the residue for taxes and carrying 
charges. 


HELD: Charges incurred with respect 
to unproductive property held by a trust 
are payable out of the principal of the 
trust unless the settlor has directed other- 
wise. Since the real estate had sufficient 
value to warrant the executor in raising 
the money somewhere to pay the taxes and 
carrying charges and save the property 
from being lost, the order of the court di- 
recting the payment of such items out of 
the residue until the property could be sold 
was a proper means of obtaining the neces- 
sary funds; but such order was not res 
judicata as to the final incidence of the 
obligation. There being no purpose mani- 
fested in the will to enrich the beneficiary 
of the trust at the expense of the residuary 
legatee, the latter is entitled to be reim- 
bursed out of the proceeds of the real 
estate for the moneys advanced out of the 
residue, with interest. 
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Wills — Probate — Appointment of 
Special Administrator in Will Contest 
After Probate 


Indiana—Appellate Court 
Barger v. Barger, 51 N. E. (2d) 104. 


Joseph Barger qualified as executor of the 
estate of Samuel Barger. Shortly after- 
wards two heirs of the decedent brought 
suit to contest the decedent’s will and ob- 
tained a favorable judgment in the lower 
court. However, before the Supreme Court 
of Indiana affirmed this judgment, another 
heir of the decedent filed a petition in court 
for the appointment of a special adminis- 
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trator. Petitioner based the authority for 
making such an appointment on section 17, 
chapter 45 of the Indiana Acts of 1881 
(6-308 Ind. Stat. Anno. Burns, 1933) the 
pertinent part of which is as follows: 


“When any person shall have died testate and 
the notice of contest of the will of said testator 
shall have been given, as required by law, it shall 
be lawful for the proper court to appoint a special 
administrator ***’’ 


The trial court, under authority of this 
statute, granted the petition and appointed 
a special administrator. Appellants ap- 
pealed, contending that this statute had 
reference only to such contests as are in- 
stituted through objections to the probate 
of a will and that the statute had no refer- 
ence whatsoever where the will had been 
probated and an executor had been appointed 
and qualified, as in the instant case. 


HELD: The appointment of the special 
administrator, pending the will contest, was 
authorized under the cited statute, even 
though made after the decedent’s will had 
been probated and an executor duly quali- 
fied. This action was not for the removal 
of a duly qualified executor but for the ap- 
pointment of a special administrator. The 
court stated that the legality of the activi- 
ties of an executor during the pendency of 
a successful will contest would be open to 
considerable question, and that in suits to 
contest a will there should be someone act- 
ing in the character of a receiver pendente 
lite who has authority to preserve the as- 
sets of the estate until: final determination 
of the will contest. 


a 


American Bar in Chicago 


The annual meeting of the American Bar 
Association will be held in Chicago the week 
of September 10th. 
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Wills — Probate — Effect of Subsequent 
Marriage of Testatrix 


California—Supreme Court 
Estate of Axcelrod, 23 A. C. 797 (Mar. 11, 1944). 


Diane Wilence made her will in 1935, 
leaving entire estate to four named sisters. 
Later, testatrix married appellant, Axcel- 
rod. Section 70, Probate Code, provides in 
substance that if a person marries after 
making a will and the spouse survives the 
maker, the will is revoked as to the spouse, 
unless provision has been made for the 
spouse by marriage contract or the spouse 
is provided for in the will “or in such way 
mentioned therein as to show an intention 
not to make such provision.” 


Paragraph Sixth of decedent’s will stated 
that she intentionally omitted all heirs not 
specifically mentioned, intending thereby to 
disinherit them, and if any such persons 
or heirs sought to establish or assert any 
claims to her estate except under the will, 
she gave each such person $1.00. There 
was no evidence that testatrix and Axcelrod 
were engaged or even acquainted at the 
time the will was executed. 


HELD: Decree denying the husband the 
one-half interest in the estate which he 
claimed under Sec. 70 reversed. The gen- 
eral phraseology of the will was insufficient 
to mention the subsequently acquired hus- 
band “in such way *** as to show an inten- 
tion not to make” provision for him or to 
identify him as a person who was in testa- 
trix’s mind at that time. 


a | 


Wills — Probate — Revocation of Sub- 
sequent Will Does Not Reestablish 
Former Will 


New Jersey—Court of Errors and Appeals 
Heise v. Earle, 134 N. J. Eq. 393. 


Testatrix made a will, dated in 1932, un- 
der the terms of which the entire estate was 
to devolve to a nephew and his wife, re- 
posing the instrument with the Rutherford 
Trust Company, executor. Subsequently, 
in 1934 and 1935, respectively, testatrix 
made two more wills. In the second will, 
a niece, Mrs. Helen Heise, was named as 
sole beneficiary, and the will was left in 
custody of the Hackensack Trust Company, 
executor, until April 5, 1935, when it was 
delivered to Mrs. Heise, upon instructions 
of the testatrix. Using the second will as 
a model, a third was prepared, and exe- 
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cuted sometime in April, 1935. According 
to counsel, the third will contained a clause 
“revoking all previous wills, codicils or 
other testamentary dispositions at any time 
theretofore made,” and in response to a 
direct question from the testatrix, inquiring 
of counsel if he was “sure the new will re- 
voked all previous wills,” he answered in 
the affirmative. The second and third wills 
were both then delivered to the testatrix 
in a sealed envelope and, although placed 
away with other valuable papers, could not 
be found upon the death of the testatrix in 
1936. 

Mrs. Heise sought to establish the third 
instrument as a lost will, and, at the same 
time, the Rutherford ‘Trust Company, upon 
offering the first will, had this instrument 
ordered probated. This order was reversed 
by the Orphans’ Court but, on appeal, it 
in turn was reversed, and the Surrogate 
was upheld. On further appeal, the highest 
court 

HELD: The first will could not be pro- 
bated, since the third will revoked all previ- 
ous wills. 

“The revocation of the first will in the 
instant case by appropriate language in the 
last will was unmistakable. It was express 
and also implied since it contained an in- 
consistent disposition of the estate. Like- 
wise was the cancellation or destruction of 
the last will unmistakable.” 

No evidence was offered to support the 
inference that the testatrix intended to re- 
establish the first will. Since the Court 
found she destroyed her last will, animo 
revocandi, the testatrix died intestate. 


Exemption Under Trust 
Indenture Act 


The Securities and Exchange Commission 
has granted exemption from provisions of 
the trust indenture act of 1939 enabling 
City Bank Farmers Trust Co. of New York 
to act as trustee under indentures for each 
of eighteen series of first mortgage collater- 
al trust bonds. Prudence Bonds Corp. of 
New York requested the exemption on the 
ground that eighteen separate trusteeships 
would increase the annual charges from 50 
to 100 per cent and the initial fees from 
$40,000 to $50,000. The: commission said 
the exemption “is not likely to involve a 
material conflict of interest” and to require 
a different trustee under each indenture 
“would impose undue burden on the corpora- 
tion.” 





